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CURRENT_ PRIGE?DEVELOPMENTS AND THE PROBLEM
0F ECONOMIC STABILIZATION

TUESDAY, JUNE 24, 1947

CoNGRESS OF THE UNITED STATES,
Jornt ComMITTEE ON THE Economic REPORT,
Washington, D. C.

The committee met, pursuant to call in the caucus room, Senate Office
Building, at 10 a. m., Senator Robert A. Taft (chairman) presiding.

Present : Senators Taft (chairman), Flanders, Watkins, O’Mahoney;
Myers. Representatives Bender, Rich, Hart, Patman, Huber.

Also present : Staff Members Charles O. Hardy, Fred E. Berquist,
and John W. Lehman, clerk. ,

The CuamrMaN. The committee will come to order. Our first wit-
ness this morning is Mr. C. E. Wilson, president of the General Motors
Corp. Mr. Wilson, will you please take the stand, and if you wish to
have anyone with you, you are free to do so. :

Mr, WiLson. Thank you, sir. '

The CuarrmaN. This committee is established under the provisions
of section 5 of the Employment Act of 1946, and I think it would be
desirable to set out in the hearing a copy of the act.

(The Employment Act of 1946 follows:)

[Pusiic Law 304—79TH CONGRESS]
[CrAPTER 33—2D SESSTON]
[S. 380]

AN ACT To declare a natlonal policy on employment, production, and purchasing power,
and for other purposes

Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled, - .

SHORT TITLE
SecrroN 1. This Act may be cited as the “Employment Act of 1946”.
' DECLARATION OF POLICY

SEc. 2. The Congress hereby declares that it is the continuing policy and respon-
gibility of the Federal Government to use all practicable means consistent with its
needs and obligations and other essential consideration of national policy, with
the assistance and cooperation of industry, agriculture, labor, and State and local
governments, to coordinate and utilize all its plans, functions, and resources for
the purpose of creating and maintaining, in a manner calculated to foster and
promote free competitive enterprise and the general welfare, conditions under
which there will be afforded useful employment opportunities, including self-
employment, for those able, willing, and seeking to work, and to promote maxi-
mum employment, production, and purchasing power. 1

. en



2 PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION

ECONOMIC REPORT OF THE PRESIDENT

Sec. 8. (a) The President shall transmit to the Congress within sixty days
after the beginning of each regular session (commencing with the year 1947) an
economic report (hereinafter called the “Economic Report”) setting forth (1) .the
levels of employment, production, and purchasing power obtaining in the United
States and such levels needed to carry out the policy declared in section 2; (2)
current and foreseeable trends in the levels of employment, production, and pur-
chasing power; (3) a review of the economic program of the Federal Government
and a review of economic conditions affecting employment in the United States or
any considerable portion thereof during the preceding year and of their effect
upon employment, production, and purchasing power; and (4) a program for
carrying out the policy declared in section 2, together with such-recommendations
for legislation as he may deem necessary or desirable.

(b) The President may transmit from time to time to the Congress reports
supplementary to the Economic Report, each of which shall include such supple-
mentary or revised recommendations as he may deem necessary or desirable to
achieve the policy declared in section 2.

(c) The Economic Report, and all supplementary reports transmitted under
subsection (b), shall, when transmitted to Congress, be referred to the joint
committee created by section 5.

COUNCIL OF ECONOMIC ADVISERS TO THE PRESIDENT

SEc. 4. (a) There is hereby created in the Executive Office of the President a
Council of Economic Advisers (hereinafter called the “Council”)., The Council
shall be composed of three members who shall be appointed by the President, by
and with the advice and consent of the Senate, and each of whom shall be a person
who, as a result of his training, experience, and attainments, is exceptionally
qualified to analyze and interpret economic developments, to appraise programs
and activities of the Government in the light of the policy declared in section 2,
and to formulate and recommend national economic policy to promote employ-
ment, production, and purchasing power under free competitive enterprise. Bach
member of the Council shall receive compensation at the rate of.$15,000 per an-
num. The President shall designate one of the members of the Council as chair-
man and one as vice chairman, who shall act as chairman in the absence of the
chairman. .

(b) The Council is authorized to employ, and fix the compensation of, such
specialists and other experts as may be necessary for the carrying out of its func--
tions under this Act, without regard to the civil-service laws and the Classification
Act ‘of 1928, as amended, and is authorized, subject to the civil-service laws, to
employ such other officers and employees as may be necessary for carrying out its
functions under this Act, and fix their compensation in accordance with the
Classification Act of 1923, as amended.

(c¢) It shall be the duty and function of the Council— .

R (1) to assist and advise the President in the preparation of the Economic

- Report;

(2) to gather timely and authoritative information concerning economic
developments and economic trends, both current and prospective, to analyze
and interpret such information in the light of the policy declared in section 2
for the purpose of determining whether such developments and trends are -
interfering, or are likely to interfere, with the achievement of such policy,
and to compile and submit to the President studies relating to such develop-
ments and trends;

(3) to appraise the various programs and activities of the Federal Govern-
ment in the light of the policy declared in section 2 for the purpose of deter-
mining the extent to which such programs and activities are contributing,
and the extent to which they are not countributing, to the achievement of
S;llch tpolicy, and to make recommendations to .the President with respect
thereto; g '

(4) to develop and recommend to the President national economic policies
to foster and promote free competitive enterprise, to avoid economic fluctua- .
tions or to diminish the effects thereof, and to maintain employment, produc-
tion, and purchasing power ; : o )
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(5) to make and furnish such studies, reports thereon, and recommenda-
tions with respect to matters of Federal economic policy and legislation as
the President may request.

(d) The Council shall make an annual report to the President in December
of each year.

(e) In exercising its powers, functions, and duties under this Act—

' (1) the Council may constitute such advisory committees and may con-
sult with such representatives of industry, agriculture, labor, consumers,
State and local governments, and other groups, as it deems advisable;

(2) the Council shall, to the fullest extent possible, utilize the services,
facilities, and information (including statistical information) of other Gov-
ernment agencies as well as of private research agencies, in order that
duplication of effort and expense may be avoided. :

(f) To enable the Council to exercise its powers, functions, and duties under
this Act, there are authorized to be appropriated (except for the salaries of the
members and the salaries of officers and employees of the Council) such sums as
may be necessary. For the salaries of the members and the salaries of officers
and employees of the Council, there is authorized to be appropriated not exceeding
$345,000 in the aggregate for each fiscal year.

JOINT COMMITTEE ON THE ECONOMIC REPORT

SEC. 5. (a) There is hereby established a Joint Committee on the Economic
Report, to be composed of seven Members of the Senate, to be appointed by the
President of the Senate, and seven Members of the House of Representatives, to
be appointed by the Speaker of the House of Representatives. The party repre-
sentation on the joint committee shall as nearly as may be feasible reflect the
relative membership of the majority and minority parties in the Senate and
House of Representatives. .

(b) It shall be the function of the joint committee—

(1) to make a continuing study of matters relating to the Economic
Report;

(2) to study means of coordinating programs in order to further the
policy of this Act; and” .

(3) as a guide to the several committees of the Congress dealing with legis-
lation relating te the Economic Report, not later than February 1 of each year
(beginning with the year 1947) to file a report with the Senate and the
House of Representatives containing its findings and recommendations with
respect to each of the main recommendations made by the President in the
Beonomic Report, and from time to time to make such other reports and
recommendations to the Senate and House of Representatives as it deems
advisable.

(¢) Vacancies in the membership of the joint committee shall not affect the

power of the remaining members to execute the functions of the, joint committee,
and shall be filled in the same manner as in the case of the original selection.
The joint committee shall select a chairman and a vice chairman from among
its members. i :
" (d) The joint committee, or any duly authorized subcommittee thereof, is
authorized to hold such hearings as it deems advisable, and, within the limita-
tions of its appropriations, the joint committee is empowered to appoint and fix
the compensation of such experts, consultants, technicians, and clerical and
stenographic assistants, to procure such printing and binding, and to make such
such expenditures, as it deems necessary and advisable. The cost of steno-
graphic services to report hearings of the joint committee, or any subcommittee
thereof, shall not exceed 25 cents per hundred words. The joint committee is
authorized to utilize the services, information, and facilities of the departments,
and establishments of the Government, and also of private research agencies.

(e) There is hereby authorized to be appropriated for each fiscal year, the
gsum of $50,000, or so much thereof as may be necessary, to carry out the provi-
gions of this section, to be disbursed by the Secretary of the Senate on vouchers
signed by the chairman or vice chairman. :

Approved February 20, 1946.

The CmairmaN. The joint committee is composed of seven Mem-
bers of the Senate, to be appointed by the President of the Senate, and
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seven Members of the House of Representatives to be appointed by
the Speaker of the House of Representatives. The act provides that
it shall be the function of the joint committee—

(1) to make a continuing study of matters relating the Economic Report;

(2) to study means of coordinating programs in order to further the policy of

this Act; and - ’ . . .
. (3) as a guide to the several committees of the Congress dealing with legis-
lation relating to the Economie Report, not later than May 1 of each year (be-
ginning with the year 1947) to file a report with the Senate and the House
- of Representatives containing its findings and recommendations with respect
to each of the main recommendations made by the President in the Economic
Report, and from time to time to make such other reports and recommendations
to the Senate and House of Representatives as it deems advisable.

In a broader way our function is to try to develop governmental
policies which may prevent the development of any depression, and
consequently at this time we are interested in hearing from the busi-
ness, labor, and agricultural interests of the country as to whether they
think there is something which threatens the present condition of
full employment, and also whether they think there is anything the
Government can do about it, and if they do, what they think the Gov-
ernment should do, what powers might be granted by Congress, or
what general policies might be adopted bﬂ the Executive.

You have a-statement, Mr. Wilson, that you have filed with the
committee, and it will appear in the record. Do you wish to proceed
with your statement now?

STATEMENT OF C. E WILSON, PRESIDENT, GENERAL MOTORS CORP.,
"DETROIT, MICH. ’

Mr. Wirson. I think that would be the best way to do.

The Cramman. Our general plan is to have about an hour or so
for each witness, perhaps 20 minutes or longer for the statement, and
then questions by the members of the committee. You may proceed.

Mr. Wirson. My name is Charles E. Wilson, and I am president of
General Motors Corp. I am here at the invitation of your committee
to testify regarding economic and social matters that affect the wel-
fare of the Nation. "I understand that your committee under the Em-
ployment Act of 1946 is charged with the responsibility of making -
recommendations to the Congress in respect to those maiters of Gov.
ernment policy that have to do with the maintenance of a maximum of
useful employment opportunity in free competitive enterprise.

As background for my remarks and recommendations I should first
like to make some comment about General Motors, the automobile
industry, and what I consider the essential elements of a free com-
petitive system. ~

On March 22, 1944, T testified before the Special Committee of the
House of Representatives on Postwar Economic Policy and Planning.
The concrete plan General Motors had worked out for reconstruction,
rehabilitation, and reorganization following the war is a matter of
record in'my testimony before that committee. This plan was put’
into effect immediately after the Japanese war, but progress ‘was
halted by a disastrous strike in the plants of General Motors and
crippling strikes throughout industry generally. So after almost 2
years of peace we have fallen far short of what we had hoped to do.

A
&
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As a result of the war and its troublesome aftermath, automobile
production is far behind the country’s need. This is clear when we
consider that in the five prewar years 1937—41 the industry produced
and sold 19,800,000 cars and trucks for civilian use; while in the five
following years, including the war years, we produced only 3,800,000
for civilian use, a difference of 16,000,000.

In spite of all these production difficulties and the serious increase
in costs, automobiles are still among the best bargains offered to the
American public today. Throughout the country thousands of auto-
mobile dealers are selling cars for less than the public thinks they
are worth and is currently willing to pay for them. The purchaser
of a new car can immediately sell it in the open market for hundreds
of dollars more than he paid our dealers for it. Some new purchasers
have succumbed to the temptation to make this easy profit, hence the
1947 models on the used car lots at premium prices. Good automo-
biles have such recognized value that they are almost like money
in the bank; and when our dealers sell $10 bills for $8 it isn’t surpris-
in%that some of the purchasers use them for 10’s.

ars and trucks are so important to our American way of living
and the unsatisfied demand for them is so great that more materials
to work with is all the automobile industry needs now to do its part
in maintaining a high level of prosperity. The industry alone, with
its big use of raw materials, the millions directly and indirectly em-
ployed, and its stimulating effect on other industries and business
generally, practically underwrites a high level of industrial activity
for at least several years to come unless we have another wave of
monopolistic and crippling strikes or a world catastrophe.

What the country needs most today is continuous, uninterrupted,
efficient production, To make this possible the Nation must be pro-
tected from organized unemployment; that is, monopolistic strikes
that paralyze whole vital industries or shut down one important
community after another. The majority of the people of our country
recognize this truth and an important step in this direction has been
taken by Congress. '

The development and production of our American automobiles is
one of the best examples of what can be accomplished for the people
of a Nation by the normal working of free competition in-a free so-
ciety. I have been associated with this development for 35 years.
When I started with the industry its total production from its be-
ginning had just reached 1,000,000 cars and trucks. Since that time
93,000,000 vehicles have been produced, and in addition more than
95 billion dollars’ worth of war materials.

I think I understand what has made this industry develop and
flourish and how it has been possible for it to make its outstanding
contribution to higher American and world-wide living standards.
This. achievement has been possible only under a political system that
recognized human rights in person and in property and that promoted
the initiative of millions of freemen rather than the dictatorship of a
few state planners. Customers are the only economic dictators that
can be tolerated in a free society. :

While this system is the best that has ever been devised, I still
am in favor of making every effort to improve it with the objective
of maintaining a high level of employment and of real purchasing

e
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power. However, in adopting policies or establishing regulations
intended to accomplish this desirable purpose we must be very care-
ful not to so restrict the initiative of individuals that we wind up
by defeating the very purpose we intend to accomplish. '

It is well to remember that our Americanism is still the new revolu-
tionary, libera]l philosophy in the world. Those who advocate com-
munism, socialism, or any form of statism, while flying the flag of
liberalism, are in fact reactionaries, advocating a system which would
enslave the people of a nation. While mechanical and scientific
Invention is continuing at a rapid pace in many -parts of the world,
politically a great step backward has been taken in some countries.

We again have slavery in Europe and a new form of serfdom where

men and women are arbitrarily bound to their jobs and their machines
if they are to have food cards and eat. The new-dictators claim their
reactionary philosophy is in the interests of the people, but they
enslave the people just the same. Our system in America with
. public education and individual freedom for all citizens develops
" ability, provides individual opportunity, stimulates ambition, and
greatly accelerates scientific discovery, invention, and the develop-
ment and use of natural resources. This dynamic force that con-
tributes so much to the health, prosperity, and happiness of Ameri-
cans must be preserved at all cost.

Ours is the only important country in the world that has recog-
nized the importance of free competition as evidenced by its enactment
of antimonopoly and antitrust laws. It is clear that this same basic
principle must also be applied to monopolies in labor. Failure tq
do this may well result in a business recession and chronic unemploy-
ment. We don’t believe in business cartels in our country, and we
can’t stand for labor cartels either. .

Before discussing measures to improve our system, a clear under- -
standing of some of the important fundamentals of the system will
be helpful. What are the fundamental principles that make our
system work? Among others, the following seem to me to be highly
1mportant:

1. The necessity and responsibility for each 'citizen to qualify
through education, experience, and willingness to work to make a
social and economic contribution in proportion to the reward he
expects to receive. 'This requires dropping the false philosophy that
the state should look after the economic welfare of individual eitizens
and returning to the sound philosophy that each should make the effort
to look after himself, and that the millions can plan their own lives
better than a few state planners can plan for them. It does require
continuing our system of public education so that all young people
may have opportunity to qualify in line with their ambition, ability
and willingness to work, ’

2. The principle that thrift and industry must have their reward
and laziness and dissipation pay their penalty. This is a sound incen-
tive for all. If it is importantly violated by ‘state planning, the nega-
tive incentives of fear and coercion must inevitably be substituted for
the positive incentives of a free society.

3. The recognition that we can all have more only if we produce
more. It requires reasonable hours of work as compared to leisure
time, and continuing progress in making available better tools and
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methods for doing all the kinds of things that have to be done to
deliver products and services to customers. It requires giving up the
false philosophy of something for nothing and that prosperity for the
Nation can be achieved without eflicient work by redividing the accu-
mulated wealth of the past. To provide better tools, capital must be
accumulated through savings to pay for them. The hope of profits
is the incentive that encourages people to save, to invest their savings
in productive enterprise, and to develop new businesses.

4. Customers must have free choice in the expenditure of their
earnings and savings. An economy of plenty is-the natural result
of free competition, and the false philosophy of prosperity through
regimentation and scarcity must not be encouraged, especially by law.

5. Respect for law and the rights of all citizens and the development
of a social consciousness in our business and human relations. None
of us can live entirely by his own efforts. To a great extent, we are
all dependent upon one another, not only for health and safety but
for our very existence. '

In the light of these fundamentals, what are some of the major
problems involved in maintaining full opportunity for employment?

The Cmamman. Excuse me a moment, Mr. Wilson. I meant to
say that Senator O’Mahoney was very anxious to be here but had an

appointment with General Marshall at 10 o’clock this morning and -

wanted me to announce that that was the only reason he was not here.
He hopes to be here with us before you conclude.
Mr. Wirson. Thank you, sir.

As T was saying, in the light of these fundamentals, what are some .

of the major problems involved in maintaining full opportunity for
employment

1. Balancing supply and demand: The .problem of dealing with
temporary shortages and surpluses of goods and services.

Ordinarily, a free competitive system if allowed to function nor-
mally has inherent within it the power to balance supply and demand
effectively. However, this requires that everyone concerned be in-
formed of the facts so that they will be in a position to act-intelligently
and promptly in remedying the situation.

If the production of a certain product is in excess of the demand so
that-inventories are increasing unduly, production and/or prices must
be adjusted to meet the situation. An accurate knowledge of the facts
regarding such situations is very important because otherwise the pro-
ducers may continue to produce and only add to the surplus supply,
thus making the eventual readjustment that much worse. Conversely,
if items continue in short supply and in great demand it is normal for
the prices to increase, thereby stimulating production and to some ex-
tent temporarily curtailing the current demand, tending to bring sup-
ply and demand into balance. The balancing of supply and demand
for all items can be taken care of only by a gradual shift in the em-

loyment of labor and capital from one industry to another and of
abor from one occupation to another. The system must be flexible
enough to allow this to be done promptly.

Of course, when the normal functioning of the system is interfered
with for a considerable period of time, as by wars or major strikes, it
takes longer afterward and more patience to surmount the problems
created by such wars or strikes and to bring supply and demand into
balance.

I
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Accurate knowledge of the current level of production, demand, and
inventories of all major commodities at the various levels of the eco-
nomic process—manufacturing, wholesaling, and retailing—is essen-
tial. Tt is clearly a proper function of Government to assist in the
collection and publication of such business statistics. Obviously, we
must have accurate information of this nature to assist producers and
consumers in appraising the market.

2. The business cycle: In the report of your committee to the Con-
gress on the President’s Economic Report your committee made this
statement : ) :

The basic problem which this committee has to consider is the method of pre-’
venting depressions so that substantially full employment may be continuously
maintained. No problem before the Aimerican people is more vital to our welfare,
to the very existence of our way of life, and to the peace of the world. It is the
most complex and difficult of the long-range domestic problems we have to face.
It involves a study of price levels and wage levels and their relation to each
other, a study of methods of preventing monopoly control in industry and labor .
from distorting prices and wages, a study of spending for consumption and for ~
capital investment, a study of individual and corporate savings, and a study of
many other economic forces bearing on a stable economy.

This is indeed a difficult problem because it involves not only.
balanced production but willingness to buy, which depends both on
ability to buy and confidence to buy. This is why it is so desirable
to preserve the integrity of the monetary system of the Nation, why
it is so necessary to have a favorable attitude toward business on the
Eart of Government, and why the confidence of the buying public must

e maintained by having them feel that they are getting value received
for the current dollars they are spending. “The problem of maintain-
ing confidence on the part of the buying public and of investors can
be compared with the problem of maintaining harmonious labor rela-
tions and industrial peace.

I am sure your committee is fully aware of the intricate nature of
this problem which is of such vital concern to all citizens. J udging
from previous business depressions, the causes were never exactly the
same. Furthermore, many of these causes lie beyond any control
which businessmen or the consuming public themselves can directly
exercise on the situation. Among these are wars, crop failures, eco-
nomic restrictions imposed by foreign nations that have domestic
repercussions, legislation affecting the integrity of the currency, and
unsound Kolitical policies which take some time for the -public to
correct. Any one of these may temporarily undermine the confidence

of the buying public and result in a recession.

There are other causes which are within the control of the people
of the Nation, individually and as producing and consuming groups;
for example, overconfidence and speculation on credit, artificial short-
ening of working hours, monopolies of any kind which interfere with
the movement of labor and capital from one industry to another
or artificially restricting production and job opportunity.

There is a serious economic heresy that constantly keeps cropping
up in all of the discussions of this problem of maintaining a high
level of employment.- It is that we can maintain such employment
only by rapidly increasing the wages of factory workers. Such rapid
increases in wages without any corresponding increase in productivity
is essentially inflationary since these increases require corresponding
increases in prices.
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While the workmen involved in such wage increases might tempo-
rarily seem to gain thereby, actually they do not. For other pro-
ducers, who are 1n the great majority, raise the prices for their goods
and services, eventually bringing about a parity in the value of all

oods czlmd services throughout the economy, but with a lessened
emand.

This does not seem to be clear to some who argue that such an infla-
tion would do no particular damage since a balance in prices would
ultimately be restored. Actually, great damage is always caused by -
such inflation. It writes down the value of all savings in terms of
current purchasing power, thus importantly affecting both the ability
and confidence to buy on the part of those dependent on savings,
annuities, or any form of fixed income, even for their services.

Furthermore, greatly increased working capital is required to main-
tain a given volume of business. This additional capital in terms of
dollars cannot be currently earned as rapidly as the inflation requires.
Therefore, either prices must be raised tn the effort to accumulate the
capital required, thereby curtailing demand and resulting in unem-
ployment, or businessmen are forced to restrict their activities within
the limits of their available capital, resulting in a curtailment of pro-
duction and again causing important unemployment. This is why
no nation ever achieved prosperity through inflation.

In the final analysis employers do not pay wages, customers do; and
the percentage of the consumer’s dollar required to provide equip-
ment and a place to work, and as an incentive to save and expand the
economy of the whole country has been estimated to be, with a stabil-
ized economy, on the average about 15 percent. This covers all rents,
interest of all kinds, dividends, and accumulated profits retained in
businesses to expand them. The balance of 85 percent shows up some-
where in somebody’s wages or salaries. However, in an inflationary
period, when the value of savings is being written down, profits must
be much greater in order to accumulate enough capital to maintain a
high level of physical production. In such a period prices must go
up even faster than wages in order to keep businesses going. In such
a period customers restrict their purchases. Therefore, when some
workers price their labor so high that the workers in other industries,
other producers and consumers generally, cannot buy their products
and industry and business cannot make enough money to maintain
working capital and replace worn-out equipment, there is bound to be
a curtallment of employment until the situation is corrected.

3. The importance of maintaining productivity: It was the enor-
mous productive ability of the United States that was our real secret
weapon during the war. If our enemies had believed that it would
have been possible for us to do what we did, in the way of design and
mass production of totally new articles, and our ability to convert
from the mass production of peacetime goods to weapons of war,
they would never have dared to attack us. It was this same produc-
tive ability which prewar gave our country the highest sj;andard of
living ever achieved by any nation. This same productivity under
our American system of free competition is the means for achieving
the postwar prosperity we all dreamed about during the war years.
But we must stick to our system and not attempt to substitute too
much state planning for the initiative of the millions.
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In this connection, I can do no better than to quote a statement -
which Senator O’Mahoney made on the floor of the Senate on May
19, 1947, as follows:

What this country needs more than anything else, and what the world needs
more than anything else, is the ‘stimulation of production. Nothing else will
solve our problems; and the wider we make the field of productive opportunity
the closer we shall be to a successful solution of the problems which are bringing
this country to the brink of the same sort of disaster which has overtaken the_
countries of Europe, the erection of arbitrary central power.

One of the fundamental reasons why this country enjoys the highest
productivity of any nation on earth, and hence the highest living
standards, 1s that we have better tools. A Chinese laborer, laboring
all day with a pick and shovel, earns a bare pittance—hardly enough
to keep him alive, and frequently not that much. An American
worker, with a bulldozer, “accomplishes 1,000 times as much useful
work in the same time, because he has a machine equal to several hun-
dred horses. I could extend and expand this comparison indefinitely,
but the fundamental is inescapably the same. It is that only as we con-
tinue to increase our productivity can we have more goods to enjoy, and
can we afford to have the leisure in which to enjoy them.

But better tools and equipment do not spring full blown out of the
mind and hands of one man. “They are the product of long hours of
research, of the painstaking application of such knowledge to the
design and production of better products by competent management.
They require large investments in productive equipment, efficient sales
forces, and efficient and aggressive workmen. Only as we can increase
our productivity further can we hope to continue to raise our standard
of living in the terms in which it can concretely be measured, the goods
and services we use,. :

Now, if the only way by which we can maintain and increase our
standard of living is by increasing our productivity, it follows that any
policy which increases our productivity is economically sound, and
any policy that diminishes our productivity is economically unsound.
This is true of governmental policies—Federal, State, and local—as
well as industrial and labor-union policies. This is the heart of the
matter; our productivity must be maintained and increased. If we
want more, we must produce more. We cannot eat food that has not
been produced. We cannot wear clothes that have not been made.
And if we want more food and more clothing, without working unduly
long hours, we can have them only by better management, better tools,

and more efficient labor and use of our resources.

Al present legislation affecting this problem of high employment
opportunity should be reviewed to make sure it is consistent with the
fundamental principles of our system and whether it really accom-
plishes the purposes for which it was intended. Any new. legislation
proposed to improve our competitive system should likewise be checked.

~ To balance supply and demand and increase productivity without
serious unemployment requires the right attitude on the part of work-
men, a willingness to learn new jobs and achieve the extra production
made possible by improved processes and the superior tools provided.

.Otherwise the fruits of technological improvements are dissipated
through featherbedding. Likewise, to balance supply and demand and
to increase productivity witliout unemployment requires the right atti-
tude on the part of industry and businessmen generally to accept the



PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION 11

challenge of competition and to strive to earn profits by delivering an
ever-better value for the customer’s dollar, and not just to sit by and
collect a toll. Only this will maintain confidence of customers.

Government can help, not by going into competition with its citizens
nor by attempting to regulate production, wages, and prices, but by
legislation which fosters free competition both in business and labor.
The peaks and the valleys of the business cycle can be importantly in-
fluenced and leveled out by sound fiscal policies on the part of the
Government. Government policies should not promote inflation, and
needless taxes must not be collected from the people. TFederal expen-
“ditures not directly contributing to the welfare and standard of living
of our citizens must be avoided. Such nonproductive governmental
expense reduces the average standard of living by about the same pro-
portion of the national income that it represents. All citizens must
realize we cannot have an economy of plenty if millions look to the
Government for something for nothing and do not make the effort to
look after themselves. Government policies must encourage indi-
}fidual competence and not subsidize inefficiencies and laziness in any

orm.

‘In concluding my formal statement, I should like to show the com-
mittee an interesting chart. This chart traces our production costs of
Chevrolet cars, by years, from 1928 to date, compared with the aver-
age wage rate in United States manufacturing industry, and three of
the six components of the Consumers Price Index of the Department
of Labor during the same period, each of which also has a high labor
content. -

The Chevrolet costs are the.costs of the cars actually produced in
each of these years. They are not entirely comparable from year to
year since technological improvements were largely devoted to mak-
‘Ing the cars bigger-and better. Even with this qualification, the chart
is very revealing. It shows that the costs of our cars increased and
decreased with the country’s manufacturing wage level. When we
got back into production in 1946, making substantially the same car
that we stopped producing almost 4 years before, our costs had risen
almost exactly in the same percentage as.the increase in the national
wage level. The relations both of Chevrolet’s costs and the country’s
wage level to the three components of the living cost index are now
almost exactly the same as they were in the prewar base years 1935-39.
I know of no more concrete evidence of the inescapable relationship
between wages and prices, and no better evidence of the fallacy of the
doctrine that inflating wages will increase real purchasing power.

The Cuamman. Mr. Wilson, the price of automobiles, you say, is
below what people are willing to pay for them, but how much of an
increase has there been since 1935-39, approximately?

Mr. Wirson. I will have to look at some of my charts here. I have
another chart here showing the prices from 1941 to date. If you refer
back to this curve on the Chevrolet costs
- © The CHamrMAN (interposing). This gives the costs but not the

rices. '

P Mr. Wirson. The relation of costs to prices is relatively consistent.
. The Crarman. Can you tell us how much the standard Chevrolet
has increased since 1939 % That is, the price.
Mr., WiLson. It would be about 80 percent since 1939.
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‘The CrairmaN. About 80 percent?

Mr. WiLso~. Yes, sir. : ] .
The CrarrmaN. Do you look for any further increase during the
next year, or what is your general view as to the course of prices dur-

. ing the next year?

Mr. Wirson. I am very hopeful that prices, wages, and costs will
stabilize somewhere near the present levels for awhile and that people
will go to work and bring supply and demand into balance.

However, there is no real evidence that the inflationary trend has
stopped. :

The CmairMan. You have just settled a new wage contract for
another year, is that correct?

Mr. Witson. Yes;'in April. :

The Cuaairman. - So that is stable for another year?

Mr. Wiuson. That fixes the question of wage costs in our own
plants but not in the plants of our suppliers of materials and parts,
so there is a continuing upward trend now in our material costs; and
basic materials like copper and lead are quite important.

The Caarman. How does the profit per unit today on a car com-
pare with 19397 .

Mr. Wison. I don’t have the figures too handy. I think it is
probably about the same. S

The CHaTRMAN. When I say “1939,” I mean prewar. .

Mr. WisoN. The profit margin, Senator, is not as good as it was
prewar.

The CuaremanN. The profit margin per unit?

Mr. Wirson. That is correct.

The Cuairman. And you are producing about the same number
of units?

Mr. WiLson. Of course, that varies a good bit with different years -
prewar. The total production of the automobile industry is currently
equal to a very good prewar year. It is quite short of what the indus-
try thought it could do or have the capacity to do. :

The Cramrman. Can you put in the record the comparative profit
margins and the comparative prices in connection with your testi-
mony ? , -

MZ WiLsoN. Yes; we can do that.

(The matter referred to is as follows:) -

General Motors Corp. net profits on net sales before and after United States and
foreign income and excess-profits tawes, first quarter of each year

Year Before taxes | After taxes

18.1
18.6
20.0
15.0

b et

EI=I YN
MO GG

The Cuamrman. Can you give us an idea how much wages may have
been increased since 1939 in the automobile industry or in your com-
pany, %evrcentagewise?

Mr. WisoN. I happen to have in this chart here the United States
total, and the automobile wages have been about the same as other
wages, perhaps not quite as high a percentage.
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The Cramaran. That is, has 80 percent?

Mr. WiLson. As an average of the whole country.

The CuairmaN. How much is that? E )

Mr, Wirson. The whole country has gone up about 80 percent.

The Cuamyan. The whole country has gone up about 80 percent ?
Is that hourly work rates, hourly wages?

Mr. Wirson. Thatisright. The United States manufacturing aver-
age hourly wage rates are up about 80 percent.

The CrarrmMaN. How about the automobile industry or your own

company ?

Mr, WiLson. That is just about the same, maybe a little less. The
tendency has been to raise wages in lower rated classifications and,
perhaps, take some of it away from the better workmen and give it to
the less efficient or unskilled.

The Cuamrman. They all go up, but the average rate of increase
is different ?

Mr. Wiusown. You see, if you give everyone 10 cents an hour or 15
cents an hour or 4 cents an hour, you start from a normal spread,
perhaps, between janitor and toolmaker of 2 to 1.

The Cuarman. It gives a bigger percentage for the person with
the smaller wage.

Mr. Wiwson. Yes, and a lesser percentage for the skilled and per-
haps more capable men.

The Cuatrman. Has the productivity of labor increased in the auto-
mobile industry since prewar 1939, do you know? Have you any fig-
ures or means of determining that question? |

Mr. Wmson. I judge you mean by that how close do the men come
to meeting the same reasonable labor standards for a day’s work.

The Crairman. You talked about productivity all through your
testimony. That is, whatever you are talking about.

Mr, WiLson. Productivity 1s a matter of two things. If you give a
man better tools he can produce twice as much, twice as many pieces,
and not work any harder, or he can work with less energy and produce
the same number of pieces, and that is what we call featherbedding,
that is, when you give him better tools to work with and he produces
the same number of pieces.

The CuAIRMAN. Are there any figures to show whether productivity
has increased or decreased since prewar ?

Mr. Wiwson. It has not increased from the point of view of man-
power.

The Cuamrman. The amount of production per man-hour ¢

Mr. Wirson. That is right, but men are doing pretty well in our
plants as compared with prewar, judged by how close they come to pro-
ducing the standards. I would say that as a general matter we are
within a few percent of our best prewar record, ’

The CramrMaN. Mr, Wilson, you say that cars are still so scarce
that the demand exceeds the supply, so to speak, at the manufactured
price level. Would you favor the reimposition of the price controls?
They haven’t expired yet, I think, until next Monday. I think the
President could still reimpose them.

Mr. Winson. No; I wouldn’t. I think the faster we get back to
a free economy, the better off we will be.

'

45210—47—pt. 1-—2
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The CrarrMaN. What other recommendation would you suggest?
What is the present excise tax on cars?

Mr. Wson. It is 7 percent. ,

The Cmarrman. Would there be any sense putting a temporary 20-
percent excise tax on them and let the Government get the difference
instead of the black market?

Mr. Wison. I am a consumer also. I think I am taxed enough
currently. ' o .

The gHAIRMAN. 1 thought where you had this condition, possibly,
you could demand a higher price and let the Government get the
difference. A ' L

Mr. Wiuson. I think it is a little late to do some of those things.
It might not have been so bad as a sound policy in the immediate
postwar period while the Nation did have a tremendous expense of
getting back out of the war period, but I think someone had better
be thinking how that 7 percent could be taken off about a year from
now to keep the demand going.

The CuamrMAN. You think that the condition is temporary and
will come to an-end in another year?

Mr. Wirson. Oh, yes. : ‘

The CrairmaN. You think you will catch up with current demand
in another year or, at least, the violent demand where people are
willing to pay more than the price?

Mr. Wison. The people are actually paying almost as much for
a b-year-old used car in good condition as they could buy a new
car for from the dealer if they could get delivery. That situation
will be corrected, but the shortage of 16 million cars and trucks
that I mentioned as being the difference between what the industry
could have produced or would have produced on a normal average
basis, equivalent to the five prewar years—that means there is a
terrific shortage and many old cars are being operated that shouldn’t
be on the roa%. They are being maintained in some operative con-
dition at considerable expense by the owners, who would much rather
have some new cars.’

The real trick is to keep the economy of the country going and let
us make the cars for the people. The principal current shortage
that limits production is flat-rolled steel; but if the steel industry had
not been curtailed by the coal strike and the strikes in their own plants
in 1946 I understand it would have produced around 19 million
more tons of ingot steel.

The CmairmMaN. More than they did?

Mr. Winson. More than they did, and something around 12 or 13
million tons of finished steel. That would have made a lot of auto-
mobiles and trucks and a good many other things that the public
needs badly. o

The Crarman. Mr. Wilson, you spoke of the high desirability of a
proper statistical service of the Government—I suppose assisted by
the industries themselves, perhaps.

Mr. WriLsoN. Yes, sir. :

The CHAIRMAN. Do you have any views as to the efficiency of the
present service? Should this be carried on through the BLS or the
Department of Commerce or should there be one service? What would.
be your suggestion ?



PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION 15

Mr. WiLson. We use the statistics from all sources down here as best
we can. We found out in the automobile business a good many years
ago how highly important it was to follow the actual demand, inven-
tory, and production situation. Fortunately, in the automobile in-
dustry we have very good statistics that come through registrations,
50 we can tell in a reasonably short time, just a few days or weeks at the .
most, how many cars of all kinds the consuming public actually buys
from our dealers. ’

A good many years ago the different automobile companies would
build up their production when they thought they had a good model.
‘We didn’t know in those days whether the dealers were actually selling
them to the public or not, and some times we would wake up with
orders from dealers for thousands of antomobiles, and they would have
their places full of new cars, and we would have to cut our production.

So, for many years we have followed very closely the actual move-
ment of cars at retail into the hands of the public; and we attempt to
adjust our production schedules gradually up and down, so we don’t
have any great big changes. '

The CrarMAN. I wonder if you have any suggestions for the im-
provement of the statistical services other than giving them more
money, in which connection I do not think the Congress-has been very
generous.

Mr, Wmsow. I think the best way to do that would be to talk it over
with the groups of people in the various industries using those statis-
tics and see what the information is that can be used.

The Crarryan. Do you have any suggestions?

Mr. WiLson. The problem is a hittle bit like any other compilation
of data. Ifitisn’t in a form that somebody can use or does use, why,
you are just wasting the money, but it is a very sound thing to do.

The Cramrman. If you have any suggestions specifically regarding -
the Government services or their combination or improvement, if you
will write a letter to me or the staff director, it will be very much
appreciated.

Mr. Wirson. We will do that.

The Cuarman. Do you have any questions, Senator Flanders?

Senator FLaNDpERs. Yes, sir; thank you.

Mr. Wilson, assuming there 1s such a thing as a business cycle, what
stage of that cycle are we in now so far as you can judge? Are we at
the peak, on the way up, or on the brink of a drop, or where are we?

Mr. Wirson. That is what they call a $64 question.

Senator Fraxpers. On page 9 of your testimony you indicated that
it was intricate. :

Mr. Wirson. I think that the impetus, the great demand for goods
and services immediately after the war, has somewhat slowed down.
I think in the last 2 or 3 months there are two things that sort of
hung over the country. One was so much pessimistic talk coming
from down here about all prices being too high, and so forth, and a
push on the end result rather than on the causes for the prices was
a disturbing influence generally. ,

The second thing is one that I think we are all conscious of, and
that is what the miners are going to do after the Fourth of July
and how that problem can be dealt with soundly, fairly to the miners,
but not upsetting the whole Nation.. ’
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I think those two things are still hanging over the country. You
have the propaganda that prices are too high and profits excessive,
and the problem, Are we going to keep up and increase our production
or is the whole machine going to be stalled for 2 or 3 months?

Senator Fraxpers. Would you think it possible under favorable

- conditions to continue our gresent rate of production and consump-
* tion for an indefinite period ¥ > )

Mr. WiLson. I see no reason why that shouldn’t be so. That is, T
see no fundamental reason why we should have a depression, if the
American people are willing to work for the kind of things they would
like to have. - ' :

Senator Fraxpers. You spoke a moment ago of the propaganda—

o perhaps that is the word—relating to prices being téo high without
) getting at the causes. Would you mind giving %rour own view as to
the causes of existing high prices, if they are high? :

Mr. WiLson. There are two basic reasons. The first is the fact that
we did not finance the war in terms of money as we went. Of course,
we did in terms of production of goods.

In other words, no nation sent us anything from outside our coun-
try to help us in the war., We didn’t stock -pile war materials before,
as, perhaps, the Germans did; so we actually physically produced the
war’s requirements and lived on what we had left over.

However, from a money point of view we didn’t pay for it as we
went. :

Being used to looking at production in terms of physical things,
more than in terms of money, I always thought that if it had been
politically expedient to do it, we could have paid for the war as we
went, but we didn’t. All those bonds that are outstanding give their
owners a call on the goods and services of the people currently the same

.as the salaries-and the wages that are being earned by people, so that
puts a pressure on goods and services.

Tt is the ability to buy assuming that you can convert the funds into-
goods and services, and the theory is that if anyone wants to do it he
can—that puts a grave demand upon materials, so that there is a ten-
dency to mark up prices. ‘

The other reason for high prices is pressure of wage inflation. Of
course, that was the problem during the war, too, and as soon as the
war was over a great push was made by the powerful labor unions
to break the counfry’s wage, price, and anti-inflation policies, and they
‘were pretty well broken. : :

Senator FLaxprrs. With regard to the first cause you gave for high

- b ~prices, would you feel that the proper remedy was reduction of the

_national debt, or do you feel there is any remedy for high prices in
debt reduction? , ) :
Mr. Wison. Well, of course, some gradual reduction of debt would

have that tendency without any question. .
Senator Franpers. You have no question but what increases would

have the opposite tendency, increases in the national debt?
Mr. Wison. Increases in the national debt, of course, would be a
continuing inflationary thing. The Germans, after World War I,
. tried a great experiment in that direction and ran into a bitter end
.- .and had an economic collapse. They had to start over again with a
new currency, and probably laid the foundation for World War II.

x
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Senator Franpers. On your second cause for high prices, in your
experience, whether in your own company or as you have seen it in
other companies, has the tendency been to increase the wage rate faster
than the cost of living? Has there been any effect on prices from that
standpoint ?

Mr. Wirson. I think there undoubtedly was a push to increase wages
much faster than the cost of living, and it came about through a de-
mand immediately after the war was over for the same take-home pay
}flor 40 hours of work as the men had enjoyed during the war for 48

ours.

You will recall that we had three Government policies during a
very short period in the fall of 1945 and early 1946. The first one,
announced immediately when the war ended, was apparently an effort
to maintain wages and prices and avoid inflation. It was that em-
ployers would be relieved of wage controls and could raise wages or
salaries 1f they would not use that added cost as a reason for increasing
pri((ies or for resisting a reduction of prices that should otherwise be
made.

Well, that didn’t actually free anybody to do anything if he did it
honestly, and it didn’t answer the problems from the point of view of
the labor unions at all.

The second policy, announced about the end- of October 1945, was
that wage rates could be increased by the same percentage over the
base period as the cost of living had gone up, if they had not already
been raised that much, and that the resulting increase in cost might be
used as a reason for increasing prices.

It didn’t say that necessarily those prices would be allowed by OPA,
which was still in existence.

Then, after the strikes, there was a definite new establishment of a
wage-price level by a definite inflationary move. A new general pat-
tern was established by the settlement of the steel strike. So that we
had three changes, three changing policies affecting wages, prices, and
inflation. '

Senator Franpers. Has there been an assumption on the part of
union negotiators that there is something to be taken out of profits
in most industries? Has that been the assumption on which they
have asked for increases in wages at times when increases in prices
were under the ban?

Mr. WiLson. It depends on the particular union negotiator and how
close he is to the party line. If he leans a little toward our Russian
friends, he doesn’t believe in the private ownership of productive prop-~

erty to begin with, so he doesn’t think we ought to have any return--

on it or very little. If he is a good American, he says, “I want to
take care of my men. The rest 1s your business. You get along as
best you can.” So it is somewhere in between.

Senator Fraxpers. Sometimes in some places you feel that that
party line has been a definite factor?

Mr. Wnuson. Yes, surely. :

Senator Franpers. You make here on page 10 a very interesting
analysis of required additional capital. That is at the foot of page
10. In other words, a larger percentage margin or, at least, dollar
margin as inflation increases and prices go up.

Mr. Wison. That is right. .

o~
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Senator Franpers. That point is an interesting one. I have never
seen it stated just that way before. That is something of which you
are quite convinced? , )

Mr. Wison. I would like to talk about that one a little more. It
is a very simple, understandable one. ) )

You have an inventory in a manufacturing business; you have it.
in a commercial distributing business.

Now, in General Motors we have the raw materials and the parts
in process and some finished stock about ready to be shipped, and so
forth. With an 80-percent inflation, if you have the same physical
parts in a shop, the same tons of sheet steel, copper, lead, parts in
process of manufacture, that inventory now is 80 percent higher in
dollar value than it was prewar.

With soe increase in activity and employment in General Motors,
inventories are currently about $700,000,000 as against about $350,-
000,000 prewar. Now, where do we get that other $350,000,000? We
borrowed some of it from insurance companies and sold some more
preferred stock.

There is another interesting thing. Let’s take a small business
which perhaps has a couple of million dollars’ sales a year and has
a million dollars invested in plant and equipment.

That was their condition, we will say, 12 or 15 years ago when they
started a new activity. They got along all right and averaged about
5 percent profit after taxes for 10 years, which would be $100,000 a
year. According to the books, they were making $100,000 a year.
They paid out two-thirds or so of it in dividends and had the rest
in cash in the bank. '

Now, after the war they find out that their plant is old and their
machinery is worn out and they have to replace it. In the meantime,
they have had a sound bookkeeping set-up. They have accumulated
a reserve against depreciation of their machinery, and they now have
a million dollars cash in the bank and the plant is worn out.

Now, they try to replace that plant and it cost $2,000,000. Well,
they actually thought they were making $100,000 a year for 10 years
and really they didn’t make anything. They were like a farmer
raising wheat every year and not putting any fertilizer back in the
ground. Such a farmer sells his farm a piece at a time year by year.
Such is the effect of inflation.

I have been quite interested in this effect of inflation. Some peo-
le argue that prices only have to go up 50 percent or 75 percent, as
ast as wages. My figures seem to show on the past record, about

85 percent of all costs are wages. Well, if you could actually im-
prove the status of all the people in the country by inflating the
currency, why do we fool around with 10 or 15 percent every 6
months? Why not jump it five or six hundred percent at once and
everybody would be prosperous? That has been tried over the world
by many nations many times and instead of creating prosperity it
has always impoverished the people. . . '

The basic reason is this one: That you cannot accumulate.the addi-
tional capital rapidly enough in current dollars required to maintain
the business structure of the Nation. That is the real reason. You
know, if we were all just picking bananas in the South Seas and
selling them to each other and eating them the following day, in the
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case of inflation it wouldn’t take very long to bring wages and prices
into balance. You would catch up with the situation the next day.

However, when it involves savings and important capital expendi-
tures to provide better tools and inventories with which to work and
conduct business, then an inflation has an entirely different effect.

Senator Franpers. Mr. Wilson, I think you have sold me on the
evils of inflation. That is all I have. .

The CrarMAaN. Mr. Rich, do you have.any questions?

Mr. Rica. Yes; I thank you.

Mr. Wilson, how can we convince the people of this country the
more we produce the cheaper will be the prices of the commodities
which we produce?

Mr. WirsoN. Well, anyone that is willing to look at the facts doesn’t
have too much trouble being convinced of that. That has been the
history of our Nation actually. That is what has happened.

I know 1t is a little difficult in some ways. I have had labor men
tell me that they would agree that the average man in the plant
would like to work more than 40 hours a week, especially when taxes
are so high, and have more. But in many cases they aren’t convinced
that they would have more. ‘ :

You have asked a very good question. They think they would just
have to work longer for the same thing they are getting now. That,
of course, isn’t true. The rapid shortening of the workweek, in my
opinion, was one of the reasons why it took us so long to come out of
the depression of the early thirties.

Mr. Rrcur. Why is it there are so many people in this country that
think they ought to get everything they want from the Federal Gov-
ernment without doing anything to get it ?

Mr. Wison. Considerable potent propaganda from very high
sources was released on the Nation with a new device to do it, which
was radio.

Mz, Rica. How can we stop that propaganda by people in govern-
ment and high places?

Mr. Wmson. I think the truth is powerful and will ultimately pre-
vail. I think we will just have to have patience. As a matter of fact,
I feel quite encouraged.

Mr. Ricr. Do you think that will work out in time?

Mr. Winson. Yes, sir. I often remember a comment General
Marshall made down here during the war in talking to a group of us
who were worried about how we could do a better job in supplying the
Army, the Navy, and the Air Corps with what they wanted and the
troublesome problems and the friction we had to contend with.

He said that some relatively little things were bothering him and
had bothered him until he realized that the right to have those things
. exist was what we were fighting for.

So I stick to the fundamental: Let’s have the free speech and dif-
ference of opinion and try to bring the facts out on top of the table,
and then I think the majority of Americans are going to see the thing
right, and we will get through it all right.

I don’t know any place in the world where they are doing as well as
we are right here. .

Mr. Rica. Then you believe everything is going to work out all right
here, and the Voice of America would be a good thing for the world ?
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Mr. Wirson. That is right. The example of America should be
helpful to the rest of the world. Of course, sometimes I feel like I
am getting old a little fast and maybe it won’t quite all come around
fast enough in my time, but still I think it is the right thing.

Mr. Riom. You believe that the great national debt that we have
hanging over us is something that is a very serious problem and that
the Federal authorities, both in the legislative and executive branch,
should give every attention-to try to reduce that as far as possible for
our own safety? ‘

Mr. WiLsoN: My business is the automobile business, so I am not
really an expert in that matter. However, certainly it is wrong to
increase it. It would be a good thing to gradually reduce it because
we actually made a commitment to the people who bought the bonds
that they had value and that they could be converted into goods and
services that people want to live on some time, so some reduction, I
think, would be sound. ) '

I think an effort to reduce the debt too rapidly would be difficult—
troublesome too. ’

Mr. Ricr. The reason I asked the question was because of the fact
that you have spoken about reducing that 7-percent tax on automobiles,
and I feel that we should tax the people now just as much as we can
florﬁsistent with good sound business principles in order to reduce that

ebt. .

Mr. Wisox. Of course, I go along with Mr. Baruch. It would have
been a very sound thing for the country following the war instead of
immediately trying to force a 40-hour week back on the Nation, to com-
promise and gradually work back from the 48 hours of the war to the
40 hours of immediately prewar, and as long as taxes were high we
would make some effort to reduce the debt—that if we had all worked
a little harder and a little longer, we would have made real progress
in reducing the debt and would have caught up the shortages more
quickly. The real purchasing power of workmen would have been
much greater. .

You can increase real purchasing power only through productivity,
and productivity is a question of the tools you work with, the hours
you work, and the application to the job. ‘

Mr. Ricu. Haven’t you found out in your experience that too long
‘hours is not good for increased production, that if you work a mod-
erate number of hours, we will say 44 hours, rather than 50 hours,
that you will get more out of the workers in 44 hours in the long run
than you will 1f he works 50 or 55 hours?

Mr. Wimson. I don’t think that is my experience. I have worked
80 hours a week myself when I was a young man in the shop. That
was a little too much, and I broke my insteps down that summer
and had a problem for a couple of years. I was on my feet too much
and working in a transformer test where there was a lot of oil, and
my shoes got so greasy they became like Indian moccasins. That
was a little tough, but there is quité a margin between 40 hours and
what a man can do before it is too much physical effort. You know,
actually this is about the only country in the world where you have
very much of a choice. Most of the people in other countries are
right on the margin between working long hours and getting enough
to eat within the limits of their physical endurance to work. %n
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many places it is right there—there is a close balance on whether
they work themselves to death or don’t eat. It is marvelous that
we do not have to make that choice in this country. '

Mr. Ricu. I think that is one of our great liberties that we have.

Mr. Wiuson. But our free competitive system is what did that, I
don’t think we want to forget that.

Mr. Ricu. The privileges and rights that our workers and the em-
ployers have make a great incentive for us to produce.

Mr. Wmson. I tried to say it in a few words by saying in this
country we have stimulated the initiative of the millions and not the
dictatorship of the few, and that is what has made the progress of
our Nation possible; that and our political system.

The Cmamrman. Senator Myers, do you have any questions?

Senator Myers. Yes, thank you.

Mr. Wilson, I think you have given us a very interesting and il-
luminating and challenging statement. I only wish that we could
have had the benefit of your statement and your testimony months
ago.

“In the preliminary report filed with the Congress by this committee,
we see on page 2 that the basic problem which the committee has
to consider is the method of preventing depression so that substan-
tially full employment may be continuously maintained. I take it
from your testimony that we have done rather well, Mr. Wilson,
referring to that objective.

Mr. V&ILSON. You mean in our country here currently?

Senator Myers. Yes. ,

Mr, Wison. I think that is a fair statement, considering the ter-
rible world war that we were in and the difficulties of getting back
out of it. As I remember World War I, I think I can honestly say
it looks to me like a better job was done this time than was done
that time.

Of course, we should learn by experience. I think it is one of the
characteristics of Americans that they are never quite satisfied with
what is going on, and they have some idea about how to do better. I
think we could have done a better job than we did, but judging by
any precedent of the past, I don’t think it is too bad. We are doing
better than other countries, as near as I can tell. v

Senator Myrrs. We have now what you might call full employment
in this country; do we not?

Mr. WirsoN. Yes, sir.

Senator Myrrs. And we are enjoying the highest national income
ever enjoyed in peacetime before. )

Mr. Winson. Yes; that is true. Our statisticians and economists
. have recently made a study of it, and they reassure me that there are
more Americans who can buy our cars at present prices than could buy
them prewar at the then prices.

Senator Myers. And so it is the purpose of this committee to assist
in maintaining this high level of employment and maintain this
high level of income. .

Mr. WmusoN. Yes, sir. .

Senator Myers. There are some inequities, some inequities in our
economic structure, and if they can be corrected, so much the better.
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I notice at the bottom of page 8 of your statement that you say:

why it is so necessary 4to have a favorable attitude toward business on t}le
part of Government and why the confidence of the buying public must-be main-
tained by having them feel that they are getting value received for the current
dollars they are spending.

Do you, Mr. Wilson, think the public feels they are getting the
value for those dollars they are currently spending. )

Mr. Wison. I don’t think they were worrying too much about it
until 2 or 3 months ago when there was a lot of propaganda from down
here that upset their ideas. You have to be careful about that.

Senator Myxrs. Do you think the general public in Washington and
Philadelphia and New York are satisfied with the high prices they are
now paying for meat? . L

Mr. Wirson. Maybe not, but they are eating more meat per capita
in this country than we have ever done in the history of the Nation
and many times what other people have to get along with.

Senator Myers. Of course we are. " I think too that during the war
our people ate better than they ever ate before. But that 1s not the
question and not the problem before us now. Is it Government propa-
ganda that caused that tremendous increase in the price of meats in
the last few days? There may be valid reasons for the increased prices,
Mr. Wilson, but I only asked that in view of your statement that the
confidence of the buying public must be maintained.

Mr. Wrson. I'don’t think they are. There is a tendency on the part
of the people and that is one of the reasons why inflation is so bad—
to look on dollars as being stabilized units, and they rather think they
ought to get the same return for a dollar that they have in the past,
so that that tends to make people dissatisfied during inflation.

lThe 2CHAIRMAN. Hasn’t the price of food itself gone up more than -
others? ‘

Senator MyEgs. I think it has. This committee in its report of last
February indicated it was dissatisfied with the current prices because
the committee unanimously joined with the President’s recommenda-
tion for reduced prices. I don’t believe business can reduce prices
in all cases, but I am sure we are all interested in reducing prices wher-
ever possible,

Mr. Wison. That is right. I would like to talk about the prices
of food particularly a little more, since we have it on the table.

I think the problem was pretty poorly handled if you men don’t
mind my saying so. I don’t know your relative responsibility for it
individually may have been—but when the OPA was allowed to expire -
after people had had their food rationed for 4 years, naturally, they
started to buy, and the prices went up somewhat. Hogs and cattle
‘went up to some 20 cents a pound where the Government had been
holding them to 15 or 16 cents.

Then, when the position down here was reversed and the control was
put back on, the farmers said to themselves, “Well, that is not a fair
price and I won’t send any more hogs and cattle to the market.” So
we ran the people out of meat for some weeks. I know about the
only thing you could buy in Birmingham—that is a suburb of Detroit
where I live and where we do our marketing—we went to the meat store

" and all they had was pigtails. :



PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION 23

Then, when that obviously wasn’t going to work and they had to -
kick OPA overboard, the people hadn’t had meat to eat for a while
and they rushed into the stores, and the price went up again.

. I don’t think that was too well handled, if you don’t mind my say-
ing so. .

Senator MyErs. I might interject there that meat was undoubtedly
withheld from the market, for one of the greatest miracles that ever
occurred was the way the meat poured into the market after the death
of OPA. Tt was rather difficult to drive your car on the road due to
the fact that there were so many trucks on the road carrying meat.

Mr. Wirson. That is a matter of meeting the law of supply and
demand. Just have a litle patience, and it will work out. You have
one left, rent control.

Senator Myers. I was going to come to that in a moment. On page
2 of your statement you indicate that throughout the country thou-
sands of automobile dealers are selling cars for less than the public
thinks they are worth and is currently willing to pay for them. I
wonder if you would give us a little more enlightenment in that regard
and a little more evidence and information on that statement.

Mr. Wiison. I don’t know whether you have noticed it yourself,
or not, but the papers are full of it, criticizing the industry and the
dealers for the fact that on used-car lots there are what are repre-
sented as brand-new models for sale at premium prices anywhere from
a few hundred to a thousand or $1,500. There are some places in the
country where you can buy a new Cadillac from a dealer, if you are
on the list and he has delivered it to you, and you can take 1t right
around the block to someone else’s used-car lot and get $1,000 more
for it than you paid.

Now, a good many other things have been marked up to what the
public 1s currently willing to pay. That applies to the price of meat.
That is what the people are currently willing to pay for meat in the
quantities that they like to eat it.

Senator Mygrs. That is true.

Mr. Wison. That is what happened in the housing business, too.
Houses are relatively more expensive than automobiles, considerably.

Senator Myzrs. It is my understanding that the automobile indus-
try is only making a normal profit. I am not raising that question.
You folks are just making a normal profit in the industry, but when
you say that people are paying for automobiles less than they think
they are worth, I doubt if that is so. I think it is a question of demand,
and they are paying whatever the sales price may be. They need an
automobile. If a man needs an automobile in his business, he doesn’t
consider price. In prewar days, cash customers were welcomed by
automobile dealers but today they almost usher him out because they
prefer customers with trade-ins. .

We know that the dealers and distributors are making huge profits
on the used cars, and I am wondering if the industry can do anything
about that or is attempting to do anything about it. I know it is
difficult and I don’t know how you could "police it, but I think you
should try to drive the prices down somewhat. That is the total
price the dealer is receiving. ) o

Mr. WiLson. Actually we are probably doing the outstanding job
in the Nation of trying to keep the prices down to the public. The
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automobile industry sells automobiles to the dealers, and legally and
technically the dealers have the right to resell them for any price
they want. I am sure, though, that the great majority of automobile
dealers—I really mean the majority; I don’t mean a close two-thirds
vote, I mean about 98 percent—are doing a good job in maintaining
recommended list prices. I don’t know anything else, with the possi-
ble exception of farm machinery, where anything like an equivalent
job is being done for the people. - ) )

Senator Myers. Mr. Wilson, is the industry itself endeavoring to
police its distributors and dealers to see to it that they are not de-
manding and receiving excessive prices? '

Mr. Wirson. That 1s right. ! ) .

Senator Mygrs. Is the industry doing that? The steel industry is
following every sale of steel to see that it isn’t diverted. S

- Mr. Wisox. They got into some trouble through directives. They
get directives to ship 500 tons of steel to somebody and then find that
it got into the black market. E o

enator MyEgs. I think the steel industry is doing a magnificent job
in the following its steel and I am asking if the automobile industry is
doing the same thing. '

Mr. Wirson. We have sent men around to these used-car lots and
got car numbers and followed them back to see where the cars really
came from. Just as I said, it is a normal kind of thing for a man
to be tempted to make an easy profit when he has been sold a $10 bill
for $8, and the cars are so flexible and mobile that he can drive just
around the block and collect a substantial profit. However, we will
come out of it all right if we can have the production. If we can get
a couple of years production this thing will get back where the market
and prices and everything else will stabilize. -

Senator Myers. That 1s undoubtedly so, but my great worry is that
2-year period. If we get back to production, everything will be splen-
did. It is that 2-year period that worries folks. I am encouraged to
hear you say the industry is actually following the automobiles and
- doing everything possible to prevent black marketing or gray market-

in% in used cars and new cars. That is encouraging to the committee.

n this same report, Mr. Wilson, the committee had this to say:

The short range recommendations of the President calling for congressional
action may be summarized as follows: ' ]

They give six short-range recommendations, all of which at the
time we filed our report were being considered by various committees
of the Congress and were highly controversial.

You mention rent control. The first of those short range recom-
mendations of the President to stabilize our economy was rent control.
Do you have any thought at all with regard to that subject?

Mr. Wrson. I don’t think that I can say that I have read the pro-
posed legislation carefully, but my understanding of it is that it is a
sort of scheme to work out of the thing.

Senator Myers. It extends rentcontrol until February 28. Are you

- 1in accord with that?

Mr. Wison. Not just specifically that. The other provision that
tenants could make a deal with the landlord to extend the period of
rent over for the rest of the year on a 15-percent markup, I think pro-
vides a reasonable chance to start to work out from under the thing.:
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I think that when you suddenly take off any of those controls that have
been on a long time you have a problem. I think it is important that
rent controls be liquidated as soon as you reasonably can.

Senator Myzrs. I think everybody is in accord with that; but do you
think we can reasonably liquidate them now ¢

Mr. Wmuson. I think if I had the job to do, I would do something
about like the proposed legislation. I wouldn’t just continue the
controls as they were with no relief. I think that is one of the troubles
with the new housing bills. ,

Senator Myers. I am coming.to housing, too. Mr. Wilson, under
this bill rent control will go off in the middle of the winter, the first of

March. If there isstill a scarcity of housing, would you be in favor of

extending rent controls beyond that period?

Mr. WiLson. I don’t think so.

Senator Myers. Regardless of the situation ?

Mr. Wiuson. That 1s right. ’

Senator MyErs. So even if next winter we find a serious shortage
in housing, you still believe that controls should go off regardless of
that shortage?

Mr. WiLson. Yes, sir.

Senator Myers. Do you have any particular reason for making
such a statement?

Mr. Wison. Well, I don’t know what I would do if I were in
Engiand where they had a million homes destroyed, but we were
fortunate in our country, where we didn’t have homes destroyed. We
have built quite a few. There is a natural desire on the part of millions
for a better place to live. That is commendable, but any artificial
subsidizing of the problem is going to build up future trouble.

Senator Myzrs. This isn’t subsidizing. merely asked, if the
shortag‘e of homes continues, should we continue rent control ¢

Mr.
subsidize lower rent when the wages and salaries and earnings of
people generally are importantly up, when farmers are getting two
or three times the prices they used to get for wheat and hogs and
cattle. You are picking on a certain segment of the public. I know
Jandlords are not very popular, but they still oughtn’t to be picked on.

You are also creating a problem of having people perhaps currently
living in bigger houses than they ordinarily could afford in a com-
petitive society. There is not much tendency now for anybody to take
in a boarder to help a bit, and I think the sooner you get the artificial
things out of the country the better off we will all be. I know you
have to take each one on its own and study it a while. That is my
philosophy, and I think it is sound Americanism.

Senator MyErs. As far as the first recommendation is concerned,
the extension of rent control, regardless of the circumstances, you
believe that that is another control that should be removed ?

Mr. Wison. The circumstances can’t be too much different from
what they are now, and the rent control on or off won’t make imme-
diately one more house available.

Senator Myrrs. But it will mean a lot of heartbreaks and a lot of
heartaches when many people next winter are put out of their homes.

Mr. Wirson. Why?

Senator My=xrs. I think that question answers itself.

Vison. It is subsidizing in that you are asking landlords to
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No. 2, Congress should extend the coverage and raise the rate of
the minimum wage. Do you think we should raise the minimum
wage above 40 cents? ) e )

Mr. Winson. Well, I suppose that it would be consistent to raise
the minimum wage, granted that minimum-wage legislation was sound
at any time, to raise it in somewhat the same proportion that other
wages have been raised. ] ) .

Senator Myers. I asked that, Mr., Wilson, because there is legisla-
tion before the Congress which is sponsored by representatives of both
parties, to increase the minimum wage from 40 to 65 cents. Some
say it should be stepped up year by year above that. However, on
the fundamental principle that the minimum wage of 40 cents is too
low : :

Mr. WiLson. It is not a problem in the automobile industry.

Senator Myers. And it is no.problem in much of the industrial
northeast. I think most wage earners are getting a wage in excess
of 40 cents an hour, but I just wanted your thought on that. When
you mentioned housing, Mr. Wilson, in this report of the committee
commenting on the short-range recommendations of the President,
there was set forth that Congress should enact a long-range compre-
hensive housing program. I wondered if you have any comments on
that. : '

Mr. WiLsox. I think they ought to get out of that business and let
the individual citizens handle it.

Senator Myers. Do you think we should get out of FHA and
FDIC? FHA, particularly, has much to do with housing. ;

Mr. WiLson. You threw. too many letters of the alphabet at me.

Senator Myers. You know what FHA is. That is the Federal
Housing Authority. I wonder if you think that should be eliminated.

Mr. Winson. I can tell you about a little experience of General
Motors in Flint after World War I. Exactly the same thing existed
after World War I as exists now, with an inflation of wages and an
effort to catch up on the demand, while the war was very much shorter
and inflation relatively was worse. We had a big demand in Flint for
houses, and General Motors started to build houses to sell to the
employees—some 8,000 of them. '

A number of years later I had the job of trying to liquidate the
thing and wind 1t up, so I looked up the history. The history was
that in 13 years we had lost $13,000,000 and collected some ill will
from our employees. " I think the Government, if they mess around
with the housing business, is going to get the same result out of it.

Better let the people work out how they themselves are going to
get better houses, if that is what they want to spend their money for.
If you subsidize the business you will ultimately wind up by having
it cost a great deal of money that somebody else will have to pay, and
you are going to get ill will out of the owners because landlords are
not popular. I don’t like to see our Government in the landlord
~ business directly or indirectly. ' ,

Senator Myers. With the sixth recommendation I am sure you are
in accord and you believe the Congress did a fine job on the sixth
recommendation, which is that the Congress should deal with the
whole field of labor relations in which sound collective bargaining is
essential. :
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The CrarMan. That is the President’s recommendation.

Senator Myers. Yes; but I am sure Mr. Wilson is in accord with
that recommendation, although not with the President’s specific views,

Mr. Wirson. Yes, sir; I was down here a year and a halt ago at a
labor-management conference in an effort to do everything I could to
help establish a sound philosophy and detail and procedure that would
make collective bargaining work. I did niy best at it, but I had a strike
pulled on me in Detroit while I was down here trying to do it, so I had
to go back home. The effort, of course, was blown right out of the
water. I hope the same thing isn’t going to happen here shortly.

Senator Myrrs. Mr. Wilson, I was deeply interested in your refer-
ence to one of the causes of high prices; namely, the financing of the
war. I understood you to say we should have paid for the war as we
went along,

Mr. Winsow. I said if it had been politically expedient to do so we
could have paid for the war as we went along because we produced
currently the things needed by the war and we lived on what was left
over afterward. So just looking at the thing as a physical production
of goods and services and consumption, it could have been done. I
don’t know whether the war could have been sold to the American
people if it had been handled in that way at the beginning of it.

Senator Myers. What do you mean when you say, “whether the
war could have been sold to the American people”?

Mr. Wirson. For instance, the way it would have had to be done
was to tell the workmen in the plants that instead of working 40 hours
they will have to work 48 hours for the same amount of money. I
don’t know whether they would have done it or not.

Senator MyErs. Since we didn’t pay for the war as we went along
and we have this huge debt, do you have any comment as to the Presi-
dent’s fifth recommendation, whether the tax burden should be re-
duced at this time, or do you believe we should first start a reduction
in the national debt ?

Mr. Wirson. Frankly, I am about like the average taxpayer. I have
the feeling that until we reduce the taxes the Government bureaus and
the Government are not going to overhaul their budgets and reduce
expenditures until they are forced to do so by not having so much easy
money raised from the taxpayers. i

If T thought that importantly the tax money was going to be used
for debt reduction, I would take it a little better than I currently do.
I think that is the way most of the citizens feel about it.

Senator Myers. Let me put it this way: I think the Congress this
year is reducing the expenditures of the Government. Certainly
they are scrutinizing every item and reducing the appropriations
for every department under the budget estimate. Do you think that
the amount saved between the amount recommended by the President
and the amount actually appropriated—do you think that should
be used to. reduce the Government debt or reduce taxes?

Mr. Wirsown. I think the decision has been made.

- Senator Myers. Of course, it has been made. I am wondering
what you think of these recommendations.

Mr. WirsoN. I am not an old man, but I remember when the Fed-
eral budget first reached a billion dollars, and $37,500,000,000 sounds
like too much to me.
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Mr. Rice. The right thing to do is cut down Government expenses
before we cut down a lot of other things. )

Senator Myzgs. I understood you to say, too, Mr. Wilson, that |
the productivity of labor since 1939, I think, in your plant, is within
a few percent of the productivity of 1939. ,

Mr. WiLson. That is right. )

Senator Mysrs. And, of course, I am in wholehearted and full
accord with your statement that. productivity is going to lead us out
of our difficulty, if it is a difficulty, and insure high national income
and full employment. )

Do you think that is an encouraging sign, Mr. Wilson? I under-
stand that productivity has been increasing the last 6 months; that
it reached a low ebb last year. .

Mr. WiLson. It is very encouraging now. :

Senator Myers. You are hopeful that that productivity will not
only continue at that rate, but will increase beyond that rate?

Mr. Winson. We think most of the workmen in our General Motors
plants are pretty fine Americans. A few of them have the wrong
idea—the idea of how little work they can do and get by.

The Cumamrman. That is not unique with workmen in General
Motors plants. . : ‘

Mr. Wison. Noj it is a very old scheme.

Senator Myxrs. But, at least, you believe that at the present time
productivity is increasing, and this is a very healthy sign.

Mr. Wirson. Yes. -

_ Senator Myers. You mentioned that your hourly wage rate had
increased to 80 percent since 1939, as an approximate figure. _
. Mr. Wison. 1 have here the average in the United States of all
manufacturing hourly rates. Qur wages are currently about on that
same pattern.

Senator Myers. About 80 percent?

Mr. WiLson. Slightly less than that, I think, because our rates were
already high; and when you talk about percentages, for a number of
years now the increases have been put at so many cents an hour for
everybody. So the percentage increase in high-paid industries is less
than it is in low-paid industries.

Senator Myers. I am concerned not only with the hourly wage rates,
but also the take-home pay. You mentioned earlier that when you
cut back from 48 to 40 hours, the take-home pay was reduced
considerably. .

I wonder if you have any figures between the actual take-home pay
of 1946 or 1947 and 1939% :

Mr. WirsoN. I would guess that that is at the level of 80 percent.
The take-home pay is all right on that basis. As a matter of fact, as
some of you know, and as Senator Taft pointed out here a while ago
we reached an agreement with the unions in our plant in April to settle
our wages for a year and all the economic issues for an.increase of
approximately 15 cents an hour. _

Perhaps I was a little surprised that we did it so quickly and so
easily—that is, coming to an agreement. Actually, it seemed to me the
fair thing to do because food prices had gone up so much. My analysis
of the figures was that if we insisted that our workmen should work

' “at the rates t}flat were then in effect, let us say, last March and early
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April, considering the present prices of food, it meant that we would
be asking them to take a lower standard of living than they had had
for a number of years. I didn’t see any reason why they should.

So while ordinarily the economy of the whole country gains more
by a reduction in prices than it does by raising the specific wages of the
relatively few people, in this particular case I thought our workmen
should have the wage increase rather than the customer have the price
reduction.

The CuammaN. I might say according to the figures furnished the
committee the average gross weekly earnings have increased 100 per-
cent—that is, take-home pay—since August.1, 1939.

Senator Mxers. That is what I was interested in—hourly wage
rates—and I wondered if the increase in hourly wage rates compared
favorably with take-home pay.

Mr. Winson. I think our people are getting along fairly well, every-
thing considered, and X think the only thing they fear is

Senator Myers. Strikes that will close up plants? T think our peo-
ple fear unemployment, Mr. Wilson. I am in accord with that. If we
can maintain the same high rate of total income and maintain the same
high level of employment, we will enjoy a period of prosperity for
some years to come. I hope so. I congratulate you again because 1
think you have been very helpful.

My, Wirgon. Thank you. ,

The CraieMaN. Do you have anything, Senator Watkins?

Senator Warkins. No; I have nothing. :

Senator O’'MamoxEY. I am sorry I wasn’t here for your entire pres-
entation. Mr. Wilson.

Mr. Winson. I quoted one of your statements. -

Senator O’MasoNEY. I am pleased that you were able to do so.

Mr. Wirson. It amply says what I wanted to say.

Senator O’'MamoNEY. The question before the committee is the rela-
tionship of price to production. Have you discussed that?

Mr. WiLson. Well, we have in various ways. If you would like to
ask me any questions about it, I will try to answer them.

Senator O'MaxoxEy. I remember a conversation we had a few days
ago when you spoke about the easy market for new General Motors
cars.

Mr. Wirson. That is right.

Senator O’Mamoxey. Since the General Motors Corp. recognizes
the fact that cars can be sold for much more than the list price, that
means that the motor industry as a whole has a definite policy of hold-
ing automobile prices down; does it not? :

Mr. Wicson. That is right. We are doing the best we can. We
have in the industry what we call recommended delivery prices that
we ask our dealers to adhere to. . Actually, they are free businessmen.
We sell them the cars, and they pay for them, and they have the right
to resell those cars as they see fit. But'they are actually following our
advice, I am sure, very importantly. With the possible exception of
farm equipment, a better job is being done by the automobile industry
than by any other group in trying to keep the prices down.

Senator O'MamoNeY. That is the point I want to emphasize. You
have told us that the automobile industry is not charging all the traffic
will bear. You could get much higher prices. '
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Mr. Wiso~. That is right. ] )

Senator O’Mamoney. Is there any reason why other industries
couldn’t follow the same policy that you do of keeping prices down, -
and if that policy were followed by the producers of raw materials
and of manufactured goods, would that not tend to halt any threat of
an inflationary spiral ¢ E ) ] )

You have just told us that the motor industry is doing a better job
of holding down prices than any other industry. Let’s accept that as
a fact. In view of the experience of the automobile industry, why
can’t other industries imitate the automobile industry and hold prices
down ?

Mr. Wiuson. I myself am not sufficiently familiar with the facts
in some other industries to say to what degree they are or.are not-
charging any excess profits. I don’t know their whole histories of the
past and the changing conditions.

Tknow that most farmers feel that there was a period of years before
the war where they didn’t get fair prices for their products and they
couldn’t afford to repaint their houses and barns and get the better
equipment they needed to do a better job on their faims, and I think
they feel-they are entitled to some extra profit now to make up for the
past. .

Senator O’MaroNEy. Let’s talk about the industries which furnish
the raw materials for use in the manufacture of the various General
Motors products. How are those prices?

Mr, Wirson. I don’t feel that the manufacturing industries are do-
ing abad job. I think, generally speaking, the bigger profits currently
-are being made in the merchandising and retailing and distribution
end of the business. That is'partly because the demand for goods is
so great that the ordinary, selling expenses are reduced; customers
come in and buy easily, and the volume is high, and where they had
no reconversion problems and no difficulties of importance, they are
doing quite well.

Senator O’'Mamoney. Then does that mean that you believe that the

- retail industry is charging too great a mark-up? -

Mr. WiLson. I think as the supply and demand comes into balance
on the various kinds of things, they will get back to the normal pre-
war profit ratios on the average; that is, about enough to maintain
the system. That is why I don’t like the compilation of figures in total
because to do a fair job of interpreting such figures you have to look
at each figure. ,

Senator O’Mamoney. When the Newburyport plan was started and
the retail merchants in that particular community sought to mark
prices down, the story was that the effort failed because the merchants
were unable to replenish their shelves with new stocks from the manu-
facturers at lower prices. '

Mr. Wirson. That is right, and the producers of goods basically are
having a fairly tough time to maintain those prices and not increase
them. They couldn’t reduce many prices. .

Senator O’ManmonNry. My point is that if General Motors can keep
the price of its product below what the market will bear, does General
Motors in turn receive a satisfactory price from the producers of the
raw materials it uses to make the automobiles and the other products?
You have to buy glass, you have to buy leather, you have to buy woolen’
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fabrics, you have to buy aluminum and sheet steel, and I don’t know

how many other products which must be purchased by every automo-

bile manufacturer to make his product. ' ’

. Now, if you can hold prices down can you reasonably assume that
you are getting your raw materials at a price which enables you to

keep down your prices without incurring a loss?

Mr. Wison. Well, T think that whole question is what happens to
our material prices and costs. We are making a great effort to in-
crease productivity ; better tools and methods and organization of the
business to overcome the other elements of increased cost and how
successful we will be in it we can hardly tell. We haven’t had a suffi-
cient period of time to be real sure that we are going to make the grade
on it, but we will try. '

The Crammax. In the case of food you have a free market. In a
commodity like wheat it is in no way analogous to a manufacturing
price as far as holding down the prices. Can anybody hold down
the price of wheat?

Mr. Wmson. The Canadians do it. .

The CmamrmaN. You can fix prices, but assuming a free economy,
how do you keep a free market from going up or down? )

Mr. Wison. I am not too much worried by the free market. I
think it has within it the power to correct its difficulties and mistakes
and if we have a little patience, it will come out all right.

The Cmamrman, The problem of high prices, as far as I can see,
seems to be centered in the price of food, as far as the consumer is
concerned.

Mr. Witson. Yes; that is the thing they are most conscious of.

The Cuamyan. It is what we can do about it; that is the problem.

Mr. Winson. Well, if you could have had a little better weather
this spring, it would have been a good thing.

The Cramrman. I think we have the largest wheat crop the coun-
try has ever seen. ]

Mr. Winson. The wheat is all right, but oats and corn are not
so hot. . -

The Crmamyan. Mr, Huber, do you have any questions?

Mr. Huser. Yes; thank you.

Do you feel relations between management and labor will improve
in the future?

Mr. Wisox. Well, I think there is a temporary flurry here to
get through. T think fundamentally they are improving, as the prob-
Iems are better understood and perhaps some more responsibility de-
velops in the leadership of the various unions. '

Mr. Huper. You mentioned the party-line followers. Do you have
many union representatives that negotiate with-your several fac-
tories that follow the so-called party line? :

Mr. Wiuson. Not as many as we did. After the sit-down strikes,
of the four union members who negotiated with us for the contract,
two were acknowledged Communists. One of them had run for mayor
of Cleveland on the Communist ticket. Those two men advocated
the same pay for everybody, independent of what they did.

Of the other two members of the committee one had been a welder
and the other one a Baptist minister, anid they weren’t so sure that
was the right thing to do, and we knew it wasn’t; so after a good
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many days of discussion of the matter, we worked out what I think
is‘a pretty sound labor agreement. :

Mr. Huser. You stated generally, Mr. Wilson, that you were in
favor of removal of all controls. Do you not feel that retention of
price controls on automobiles might have eliminated these inflationary
prices with which we are confronted today?

Mr. WiLson. There is no way that I know of to regulate prices in
a period of shortage and high demand without rationing. I don’t
know of any way to do it. If you say that dollars aren’t reasonably
going to determine who gets the product, I don’t know how to do it.
T think if we had continued price control on automobiles, we would
have had a real black market in cars instead of perhaps what some
people might call a gray market where individuals resell their cars.
‘We would have had some real trouble in rationing automobiles to

~ consumers.

Mr. Huser. If thousands of dealers wired and said the elimination
of price controls would reduce prices, they were all wrong ?

Mr. Wison. Well, maybe they didn’t set the time it would take.
We have to have some patience on this. It was a terrible war, and
we can’t immediately after such a catastrophe reestablish everything
in the normal position. . _ '

Senator O’ManonEey. Did you discuss the factors holding up the
production schedules of General Motors?

Mr. WirsoN. I mentioned the fact that the biggest shortage is in
cold-rolled steel. Of course, the industry lost a good bit of production
last year through the coal strikes and the strike in steel. In addition, -
the continuous mills had proven to be the best way to make good cold-
rolled sheets, as compared to the old hand mills. It saved a lot of
really tough labor in the steel mills and did-an equally good or better
job for less money. It substituted iron and steel for the backs of the
workmen that used to have to lift the steel from roll to roll.

What happened was that when the war came on, there were some
hand mills still in production. The steel people mostly converted them
into something else, dismantled them and converted them into some-
thing else. The big steel companies practically all had plans to build -
additional continuous mills when the war was over.

The strikes, particularly in the electrical industry, held up those
mills. Three companies make that equipment: Allis Chalmers, Gen-
eral Electric, and Westinghouse. - Allis. Chalmers strike lasted for
more than a year, and the others were pretty long. These strikes put
these new mills back until they aren’t in production yet. No new
mills built since the war are m production. The first of them, I |
understand, are going to come into production late this fall, and the
other companies, one after the other as they get equipment, will com-
plete their mills in the first and second quarters of next year.

Copper for a while was very short, but it seems to be a little better
now. We have to import some copper into this country currently to
take care of our requirements.

Lead also is a tough item. ‘

Senator O'MaronNEY. Let’s consider the price of steel. Is the fact
that those rolled plates are in short supply reflected in the price?
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Mr. WiLson. ‘Well, after the adjustment of price a year ago last
February, I guess it was, the basic prices of steel haven’t been changed
very much. All the extras, the little kinds of things, maybe they used
to just throw in, they have a tendency to charge for now. Extra wide
sheet or something like that. I don’t blame them for it because they
are running at a very high level of capacity, and if they can’t make
gsome money now, I don’t know when they can make any.

Senator O’MamoxeY. Do I understand you to say that the steel in-
dustry has advanced prices?

Mr. Wirson. They made a substantial advance in prices when the
wage pattern of a year and a half ago went into effect.

The Cuaarman. We were told -last night by Mr. Hook, president
of the American Rolling Mills Co., that sheet had gone up 25 percent
since before the war as compared with 80 percent for automobiles.

Mr. Wirsox. The reason is these continuous mills. They found out
how to make a great big step technologically at one time. That is
why the sheet prices are relatively favorable. I think if you look
over their price structure, you will find on some of the other items
where they didn’t have this opportunity to increase production with
the same effort, that they had to adjust their prices more.

Senator O’MamoxeY. You tell us that the motor industry is not
char%ing what the traflic will bear. Is the steel industry doing the -
same? :

Mr. Witson. I don’t think they are either generally. There are a
few places where they more or less, perhaps, have done it.

Senator O'Mamonry. Does that mean in these two industries we
have administered prices and not the price set by the free market ?

Mr. Witson. Noj I don’t think quite. I think the men who run
the big steel companies feel just like the automobile people do, that
they oughtn’t to raise their prices beyond what their past procedures
‘have shown them to be a reasonable pricing policy, and they are going
to try to stick to that if they can.

The Cuarman. Doesn’t the thing come down to this: That where
you have got a dozen men who do all the production, an economic
appeal to them has some effect ; but where you have an industry divided
info several thousand units, there is practically no way for them, even
if a few restrain themselves, they are soon carried alon{?r with the
general tide of the action of the tremendous crowd. Isn’t that the
real difference in this present trend of prices?

Mr. WiLsoN. Yes.

Senator O'Manoney. How about copper?

Mr. Wison. Copper?

Senator O’'ManonNgY. Yes, do you consider the price of copper high
in relation to your needs and the general shortage of that material?

Mr. WiLsox. Well, I haven’t any great criticism of the copper peo-

le. I think they have a tough time in South America, and they don’t
ave very stable governments in some of the countries where they are
trying to operate,

Senator O’Manoney. My question was not directed to elicit criti-
cism, but rather to get at the facts.

Mr. Wrison. I think we have to pay appreciably the world price
for copper as long as we have to import a big amount of it. I suppose
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it is not out of line with other things right now. I hope they can
bring it down some day. a

Senator O’Mamonry. Are any of the prices of raw materials used
in manufacturing the products which General Motors puts on the
market too high in your opinion ?

Mr. Wirson. I can’t think of any important one now where I think
it is enough out of line that I am critical about it. I think, generally
speaking, that American businessmen are doing a pretty fair job try-
ing to work out of this trying situation.

Senator O’'MamoNEY. 1f a great manufacturing enterprise like Gen-
eral Motors can get its raw materials at prices which enable the com-
‘pany to sell its product at much less than the traffic will bear, what 1s
the reason that people in communities all over the United States find
it impossible to obtain the raw materials which are necessary to enable
them to build houses at a price which they can afford ? o

Mr. Wirson. Well, I think the difficulty there is that the housing
business hasn’t been organized on any mass-production basis, and
some of these technological improvements, like, for instance, these
continuous mills in the steel industry, haven’t functioned in the hous-
ing industry to keep the prices down and still pay very high wages.

Also, the building trades, perhaps, with a long history going back
to the guilds in Europe years ago, have had somewhat the theory of
restriction of production and eﬁort, the number of apprentices they
take in and educate in the trade, and so forth; so that I think most
people think they are taking a pretty high toll as against other work-

men. Also the very nature of the work, of the business, means that . -

it never has been—I won’t say it can’t be—organized quite as well to
deliver the result to the people.

The Caamrman. Materials have gone up very greatly.

Mr. Witson. I think that, perhaps, is going to correct itself, because
when people aren’t willing to pay the prices for the houses, then prices
will come down. Lots of construction has been done on a cost-plus
basis, so that it all goes the wrong way.

One of the men told me the other day that lumber had come down
about 5 percent. That is a bigitem.

Senator O’'MamonEY. However, if the raw materials necessary to the
motor industry are obtainable at a satisfactory price, why are they
not available to the building industry at a price level which will permmt
the construction of badly needed housing?

Now, that question is not to be illuminated by any comment upon
the difficulties of construction, building codes, and the like. These
things are bound up with the problem of wages and the apprentice
system, and all the rest. My question is concerned solely with the
cost of raw materials. )

Mr. Wrson. As I said a while ago, I have paid more attention to
copper and steel than I have to any others. I know that lumber for
boxes has become quite an item, particularly with our export business.
Shipping seems to be demoralized every 3 months some way or another;
so that we are having plenty of trouble maintaining a flow of parts
to our assembly plants abroad. While it isn’t a very big percentage
of the current production here, it is a problem because ot those items.
That is, the boxing and preparation for shipment is highly expensive
and the cost of shipping and transportation is both irregular and
expensive. : :
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Senator O’MaHONEY. Do you agree that if we had a more satisfac-
tory level of prices for building materials the production of houses
would as a result increase and would help to bring about the condition
which you and I agree upon as desirable, namely, increased production
all the way down the line?

Mr. Wirson. Inregard to thé lumber business, you know during the
war we finally said we had to conserve our steel so much for milftary
weapons that we even built plants and put lumber in beams and con-
struction. That was a practice of 50 years ago and not the way we
have been doing more recently. We pretty well used up all the avail-
able lumber in the country that was at all seasoned and in shape to
use; so that with the added demand for it after the war, we put an
awful pressure on the lumber industry.

We did stimulate the production of lumber, I am sure, by the prices.
People were willing to sell their trees on the stump and thought, “Well,
here is a good price and I will get them cut.”

I think that one is gradually coming into balance with supply and
demand, and perhaps we can hope for the price to drop some.

Senator O’ManoNeY. What advantage does a big outfit like General
Motors have with respect to prices over .an individual purchaser or
small buyer? '

Mr. Wirson. I am not conscious that we have any advantage at all.
As a matter of fact, perhaps it is just the other way. For example,
when the automobile business was curtailed in the summer of 1941 in
the interest of the defense program, the large producers were given
an allotment of 50 percent of their previous production, and the
smaller companies were allowed to continue to produce at 85 percent
of their 1940 rates. As a result, the steel we used in General Motors,
let us say, for the first 6 months of 1941, was at the rate of 100 percent
of our requirements, and the last half was on a 50 percent rate. That
would give us an average of 75 percent for the year-

“The steel companies have a tendency to look at past records and
customers’ consumption and allot steel somewhat on the history of the
past, so that in General Motors we haven’t been able to get enough
steel to reestablish our average prewar percentage of the business.

So that instead of having any favorable position, I think it is per-
haps just the opposite.

There is also another thing which happens. With the demand for
the material from hundreds of places, it is easier to take a thousand
tons of steel that might be on order by Chevrolet and get 100 customers
off your neck and off the telephone and only have one that still squawks.
We don’t think we are getting along too well. )

Senator O’MaHONEY. It is getting a little late, Mr. Wilson, and I
will abandon these questions. They are very interesting and I am
very much obliged to you for your answers.

The Crmairman. We thank you very much, Mr. Wilson.

Mr. Colt, can you come back at 2 o’clock?

Mr. Cour. Yes, sir. o

The Cmarrman. Very well. We will recess at this time until 2
o’clock.

(Whereupon the hearing was recessed at 12:30 p. m., to reconvene
at 2 p. m.)
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AFTERNOON SESSION

The committee reassembled at 2 p. m., pursuant to call, Senator
Robert A. Taft (chairman) presiding. )

The CaairMAN. The committee will come to order. Mr. Colt is
here. Mr. Colt, do you wish to read your statement, and do you wish
to be interrupted after each heading, perhaps?

STATEMENT OF §. SLOAN COLT, PRESIDENT, BANKERS TRUST C0.,
NEW YORK, N. Y. :

Mr. Cour. Well, Mr. Chairman, if it is agreeable to you, I would
like to summarize the statement which I have given to the committee.
I think it would save a little of your time. -

The Cuammman. Very well, you may proceed.

Mr, Cour. Mr. Chairman and members of the committee, first let
me say that I welcome the opportunity to appear before your com- .
mittee and discuss a question that is very much on the minds of all
thinking Americans; how can we best maintain the high level of
employment, -production, and purchasing power over a period of

ears?

y One of the problems confronting American businessmen is: “When
can we make a smooth transition from our present high volume of
soft goods sales into a period of sustained prosperity?” For several
months we have been experiencing successive readjustments in various
lines of business, and I expect these to continue. While I cannot
forecast in detail what the exact effects of these readjustments may
be, I am reasonably optimistic about the general business outlook for
the next several months. I doubt that we shall experience the decline
of business activity comparable to that of 1920-21, or even as bad as
that of 1937-38. My relatively optimistic views are based upon con-
sideration of five factors:

First, for almost a year businessmen have been preparing for the
widely heralded recession. They have made great efforts to get in-
ventories in balance and to reduce outstanding orders. Our customers
tell me that they have made good progress along these lines. Fur-
thermore, inventory speculation is by no means ag common today as
after World War 1. :

Second, business has already made substantial readjustments, on
a piecemeal basis, during the past 6 to 9 months of transition, to a
buyers’ market. In many commodities significant price adjustments
have already taken place. .

Third, the banking system today is in a much more liquid position
than it was after World War I. My experience-is that very little
bank credit is being used for speculation, either in securities or com-
modities. Some months ago we started to survey the loans in our
bank, in order to determine what our policy should be in case some
of our customers were to find themselves in need of additional credit.
I feel confident that we are in position to give our borrowing cus-
tomers the support they need, and I believe this is true of other banks
in the country. Also, I doubt that we shall see a repetition of the
highly restrictive Federal Reserve credit policies which-contributed
to the price collapse in 1920, ,
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Fourth, while prices are high and the price structure is unbalanced,
the prices of many important manufactured products have risen less
than the average. In addition, some of the prices that have risen the
most -could decline from their peaks without -causing widespread
unemployment. For example, prices of agricultural commeodities
have gone up 180 percent over 1939, and, in many cases, are substan-
tially higher than required to bring forth a large volume of produc-
tion. By contrast, the price index of commodities other than farm
and food -products has risen only about-62 percent over 1939, in spite
of very substantial increases in wage rates.

Fifth, conditions in the heavy industries are reassuring. Our cus-
tomers tell us they are operating at capacity, most of them with largs
accumulated backlogs of orders. The demands for refrigerators,
automobiles, electrical and telephone equipment, railroad equipment,
and industrial machinery, for example, appear sufficient to assure a
high rate of output for a long time to come.

However, the business outlook is not entirely unclouded. We see &
world in which very little real progress toward rebuilding has been
made. The responsibilities of ‘this country in world reconstruction
are great, but there is an obscurity as to how far our efforts abroad
are to go, how effective the program is going to be, and what it is
going to cost.

The committees which have just been appointed by President Tru-
man have a great opportunity to perform a constructive service on a
very important problem.

We face the problem of providing, whether by means of credits or
surchases from abroad, the dollars required by the rest of the world.

n no event can we provide dollars in the long run unless we are
.willing to let more of the products of the rest of the world come into
our market. :

On the domestic scene perhaps the most unfavorable factor is the
exorbitant level of construction costs. In recent months many of our
customers have canceled arrangements for financing additions to
plant. They voice one universal complaint—construction costs are
too high. Many of them are going ahead with the purchase of equip-
ment where they can see some direct saving. However, most of them
are canceling or postponing all but the most essential construction.
They recognize that higher prices for materials, higher wage rates,
and delays have added to construction costs, but almost unanimously
thev place the greatest stress on the reduced output of labor in the
building trades. : ) )

T am especially concerned about construction because, In my view,
what happens to construction will have a great deal to do with whether
we can continue to have good business. Generally speaking, activity
in the heavy industries means the difference between prosperity and
depression.” So far as I know, we have never had a serious or sus-
tained depression so long as the capital goods industries were active.
Conversely, we have never enjoyed real prosperity unless these indus-
tries were busy. :

In the outlook for these industries, business spending for plant and
equipment plays an all-important role. It is by means of new plant
and equipment, and by this means only, that we achieve greater
efficiency, larger production, more employment, more purchasing
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power, and higher standards of living for more people. The high
level of all business spending for plant and equipment, in turn, has
two fundamental prerequisites: (1) That business have an incentive
to assume the risks involved in making the investment; and (2) that
the funds be available, either out of profits or from the security
markets, to finance new plant and equipment. Both of these condi-
tions depend basically upon the ability of business to earn adequate
profits. Consequently I think it is high time that we recognize the
need for satisfactory profits. -

Most businessmen of necessity think in direct terms. They see that
good profits, high employment, and high pay rolls go together. Profits
. are good when plants are busy and jobs plentiful ; low profits generally
mean idle plants and idle men. However, some theorists do not take
such a realistic view of business profits. They say the present level
of profits is too high and that, consequently, the purchasing power of
the mass of consumers is being reduced. Neither contention is valid,
in my opinion. : :

Corporate profits are not excessive. While it is true that profits
recently have been at record levels, the same is true of national income.
Apparently corporate profits are now about 8 to 10 percent of national
income. This is in line with what we have experienced in other years
of prosperity. ‘

Furthermore, it appears that corporate profits reached their peak
around the turn of the year. I doubt that profits this year will
be as high as is indicated by the rate during the last part of 1946 or
* early this year, , .

Nor have corporate profits reduced demand purchasing power.
Business has not hoarded its profits. Almost half, the corporate
profits were distributed in dividends last year, and thus went to con-
- sumers directly or indirectly. The balance, retained by business, was
insufficient to finance large requirements for plant equipment and
inventory. As a result, we experienced a rapid expansion of bank
loans and a large volume of security issues for new capital. ‘

Business cannot maintain a high rate of spending for plant and
equipment unless profits are good. Responsible management does
not make new plant investments unless they can show some profit. Nor
are corporations able to accumulate funds or to raise them in the
financial markets without a good profit record or attractive prospects.

In short, if we are to have an expanding economy, I believe the all-
important role of business profits must be more generally understood.
Business must be permitted to earn adequate profits in good years
to provide against the lean years. Business profits provide the in-
centive and the means for making the investments in new plant and
equipment which we must have if we are to make economic progress.
There are some people who do not adopt this businessman’s approach.
They would attempt “to maintain mass purchasing power,” to use
their phrase, by: (1) increasing the level of Government spending;
(2) raising wages and reducing prices at the same time; and (3)
maintaining a tax system that is very burdensome for business and for
risk capital. It is worth noting that the advocates of these policies
are generally of the same group that in 1945 predicted unemployment
of 8 million during the reconversion period.

The case for these proposals is generally based on the fact that,
since early 1945 or mid-1946, the cost-of-living index has increased

’,
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more than have wages and salaries. These comparisons are not very
convincing to me, because the conclusions are biased by the particular
date selected for the comparison. They would mean more if made
betieen periods in which commodities were available in the market
under comparable conditions. For example, compared with prewar
years, the average earnings of workers have increased substantially
more than the cost of living. '

T know of no evidence that wage earners, as a group, have lost
ground in recent years. Wages and salaries are about the same
proportion of national income as they were in the last half of the
1930’s or in the 1920’s.

Some “of the greatest price increases have occurred in commodi-
ties for which the consumer sets the price. On the other hand
many manufacturers have set prices well below what the traffic will
bear. I need only cite the case of automobiles where high consumer
demand has forced prices of new-used cars to substantial premiums
over the manufacturers’ prices. Thus, in many cases, high prices
are a direct reflection of the high level of buying power. It does
not appear plausible to me that we can have heavy consumer buy-
ing, high prices, and a general shortage of purchasing power, all at
the same time. '

The proposals to increase mass purchasing power by larger Govern-
ment spending, higher wages not matched by higher output, and a
more steeply graduated tax structure, embrace a basic fallacy, namely,
the notion that we can build real prosperity by subsidizing consumer
buying power. We tried these proposals in the 1930’s. Government
spending was increased, first under the “pump priming” theory.
When this failed, the concept of “economic maturity” was devised
to justify further spending. Both corporate and individual tax
rates were increased substantially.

The results of these policies are well known to all of us. Only
for a brief period in 1937 did the volume of physical production
rise to a level above that reached in 1929. Unemployment averaged
more than 8,000,000 from 19385 through 1939, and even during the
best year averaged 6.4 million. This record- of_failure is conclu-
sive. . It convinces me that it would be futile to try another dose
of the same medicine. I think we should discard these policies in
coping with the problems of the 1940’ and 1950,

My experience in business convinces me that there is a tremendous
latent need for business capital. I am astounded by the number
and variety of the new products and processes developed in recent
years. 1 know that American business needs and wants new plants
and new machinery to translate this technical progress into higher
standards of living.

We have a great opportunity. But if these strongly favorable
factors are to be fully effective, we need to stimulate the incentives
and maintain the ability of businéss, large and small, to make pro-
ductive investments. And we need to be sure that the accumulation
of risk capital, on which technical progress depends, is permitted,
and its investment in business enterprise is encouraged.

Some governmental regulation of commerce and industry is nec-
essary. But high employment, sustained production, high wages,
and lower prices can be achieved only if the investor and the business-
man, both large and small, are given the proper incentive. We must
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depend in the future, as in the past, on the initiative and resource-
fulness of the millions of individual workers, businessmen, scientists,
and professional men and women. E :

Mr. Chairman, I think that is the general summary of the paper
which I have presented.

The CuarrmaN. Mr. Colt, on the question of investment, where
would most of the investment money come from—~from the reserves
of the corporations themselves—or to whom should we look for new
investment money % . .

Mr. Cour. I believe there are two factors involved in that. Insofar
as the corporations are concerned, there is a very substantial factor.
The encouragement to the corporations to expand provides a large
portion of the investment. “On the other hand; in the case of new and"
smaller enterprises, I have come across many instances in the last 2
years, and I have found that the investment by individuals has been
so discouraged by the general tax situation that, generally speaking,
the risk involved is not worth putting up the money for. In other
vi*lords, there is so much to lose in the risk and very liftle to gain after
the tax. h

The Cramrman. Simply because the tax rates are so high.

Mr. Cour. Yes, sir, . :

The Cramman. What about the capital gains tax, as protection
against the 25 percent tax?

Mr. Cour. I don’t think the 25 percent tax has been a great discour-
agement. I think it has been the individual income tax that has been
discouraging,

The Crmamrman. Rather than the 25 percent balancing the other?
Of course, they would have to sell out then, I suppose ?

Mr. Cour. You can’t stay in business if you are going to do that.
. You have got to give the business to somebody else.

The Crarman. You spoke at one time, or suggested in your state-
ment, that we had a transition to make to a more normal condition
than we have today, and that is what has struck me. With exports at
the rate of 17 billion we are in a condition completely abnormal so far
as volume is concerned. Probably we are still catching up on various
kinds of things which may not be normal either. Do you feel that we
are going to be able to maintain the present rate of production and
employment, or that there is something artificial about it that has to
be corrected, and present a problem in correction ?

.~ Mr. Cour. To answer that question, I think we must first know what
our national policy is to be with respect to Government purchases for
export. ' That is why I referred to that in my paper. - I believe it -
would be a very constructive move if we were to look ahead and figure
what we could spend respectively from all angles—businesswise and
political, if you please—and know what that amount is, and then de-
termine whether our economy can stand that amount or what effect
on our economy that amount might have. ’

As to the domestic side of the picture, in my opinion the large pro-
duction is just coming in, and the soft goods will not have as great a
proportion of the national income in sales as heretofore.

With the larger production of consumer durable goods coming in, jt
is my belief that the soft-goods volume will decrease and the durable
goods will more than make up the difference.
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The CramrMaN. What I am wondering is whether we do not face a
reduction in the total volume anyway, maybe not in the next year or
2 years, but when we do reach the point where we have filled up the
pipe lines and filled up the backlog of producing demand, whether we
could then maintain the present volume or whether it was going to be
replaced by new things or added to by new things to make that up
or. not.

Mr. Corr. I don’t think a small decline from the present volume
would be harmful.

The Crairman. What I am afraid of is that most of the pressure
that I have seen has resulted, so far as I can see, from an inflation of,
not necessarily prices, but inflation of activity beyond something that
could be normally maintained. Then, when suddenly the export trade
ends, as in 1929, it' will add to the depression—the reaction from a
sudden break in volume.

Mz, Cour. I don’t think that need be, Mr. Chairman. I think that
with the proper handling that would not necessarily be the case.

The Cramrarax. You think that if we go at it at a more normal rate
we can, with a wise policy, decrease that gradually and there will not
be the reaction that we had in 1929 and 1930, which resulted in the
depression.

Mr. Corr. I do. That may be wishful thinking, but I have con-
vinced myself that it can be done.

The CHATRMAN. You would not think that a slightly lower rate of
volume production would necessarily be a bad thing?

Mzr. Corr. Noj I do not.

The CrairMAN. Mr, Colt, you say you think it might be done. How
would you do it? What can the Government do about checking or
encouraging activity when it seems wise to have it encouraged or dis-
couraged? What Government policies can we inaugurate? How far
can we control things by the exercise of Government control and still
maintain a free economy? That is the dilemma that I see before us.

Mr. Cour. I believe that with an atmosphere of encouragement to
the investor, and with an atmosphere which does not hold that profits
are something that should not be made, I believe that would go a long
way toward accomplishing the very thing that you are talking about.

The Cramrman. In other words, you think that we are dependent
more or less upon constant investment of new money, and if that
comes along without too much expansion it is the way to keep things
stable? .

Mr. Corr. Ido. .
The Crairaan. What do you think of general credit control? I

mean, how far are the policies of the Federal Reserve banks, say, in
open market operations and so forth, effective? How far should they
be used to discourage or encourage business activity ¢ .
Mr. Corr. I think they are only one part in the picture. I think
that in and of themselves, obviously, they cannot be the final, deter-
mining factor, but I believe they can serve a very useful purpose. The
whole question of money supply and the extension of credit can, in
my opinion, be wisely handled by the Federal Reserve, and I think,
from my personal point of view, 1t has been wisely handled up to the
present time. I think we are fortunate in not heading into this period
with speculation in securities and with that type of loan in the banks,
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and T think that we can give credit to the Federal Reserve policy for a
large part of this condition. _ _

The CrammanN. What do you think of the regulation by Govern-
ment control of consumer credit? . o

Mz, Cort. I believe that has been a good thing, and I would think it
should be retained for the present. There may come a time when con-
ditions may better permit and when the production of durable goods
manufacturers is slowing up for the reason that credit is being re-
stricted, that consideration should be given, perhaps, to relaxing that
regulation. .

The CrrarRMAN. But as a banker, you do not feel that we are re-
stricting the free enterprise system by giving the Federal Government,
the Federal Reserve banks—now, at least—the control of consumer
credit ?

Mz, Cort. I do not;no.

The CramrMaN. You think that isa proper weapon in discouraging

- undue inflation of buying power or purchasing power?

Mz. Corr. I think 1t is a part of the whole credit control. I do not

think you can eliminate it from the question of credit, and therefore I
‘think it should be regulated, and I think the Federal Reserve is the
proper place for that to be done. :

The Cuamman. You did express, I think, the view that Govern-
ment spending was not a very successful method of meeting a depres-
sion.g What about the general question of taxation and Government
debt ? ' '

Mr. Corr. I think that is a question that should be handled in an
orderly way and not too radical a way. In principle I do not think
anyone would disagree that any move we can make to reduce the na-
tional debt is a sound move. I believe it can be done too fast, and if
done too fast it could create a deflationary atmosphere and condition
which would be harmful to business. To the extent that.we may effect
economies in the operation of the Government, to the extent that we
have anything left over after all of our expenditures, I believe an
i)r(lie%'l)lf reduction of the debt and some tax reduction would be very
helpful. A :

-~ The Cramman. But if you reduced the debt through taxation—I
am not talking about paying off the Government bonds—if you re-
duced the debt by, say, eight or ten million dollars in a single year

Se@nator Franpers (interposing). You mean billion, don’t you, Sen-
ator* .

The Cruammax. Yes; billion dollars—excuse me—billion dollars in
a singlze year, wouldn’t that have a depressing effect on purchasing
power? Co

Mr. Cour. I think it could have.

The CuamrMAN. When you take taxes away from people who might
otherwise spend it and you apply that on the bonds—I suppose, for
the most part, short-term bonds held by the banks—most. of the bonds
that will be maturing will be held by the banks—and that would re-
duce deposits. _

Mr. Corr. Reduce deposits and the supply of money.

The Cmamman. That could be overdone? 2

Mr. Corr. I am not against it; I am for that. ’

The Cmamrman. But 1t -could be overdone?
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Mr. Cour. Yes; I think it could be overdone, and I believe that
a portion of that should be devoted to reduction of taxes and a portion
of it to the reduction of the national debt. We have had a substantial
reduction of the national debt, and I am very heartily in favor of
the fact that it has been done. But that was not done, necessarily,
by money received from taxpayers. °

The CramrmaxN. It was not done at all by money received from tax-
payers—about a billion dollars, I guess, for this year.

Mr. Corr. But it was done with money already raised from the
victory loan. To that extent I think we performed a fine operation.
We reduced the supply of money in the banks to that extent. I think

" we have to consider, in the control of credit, the matter of diminish-
ing the money supply, the money deposits; therefore, I am heartily
in favor of what we have done.

But, to answer your question, I don’t think we should be too radical
in using all that we can get from fthe taxpayer in reducing the debt.

The Cuamrian. Do you see any danger of overexpansion of bank
credit loans? :

Mr. Corr. At the moment, no. Of course, the bank loans increased
after the close of the war by some $5,000,000,000. The banks are in ex-
cellent condition. There 1s plenty of money available for credit. I
think the credits that have been extended since the war have been sound
and productive credits. They are falling off at the present time, as
I mentioned, because I think many companies are postponing any ex-
pansion program on account of the high cost of construction; and
that has caused, generally speaking, a leveling off of demand on the
part of those corporations for money.

The Crairmawn. I suppose that in general that expansion of bank
credit is pretty well under the control of the Federal Reserve Board
today, is it not, through the use of the Government bond market?

Mr. Corr. I believe that they need no more facilities at their hand
than exist today. '

The CHamMaN. So if they continued Government regulation, the

- danger resulting from undue expansion of credit would be pretty
well within the power of the Government to prevent?

Mzr. Corr. I believe so; yes.

The Cuamrman. Then all we need is somebody with ability and
prophecy—prophetic nature, I suppose— to administer the control.

Mr. Cour. I think it will take some very excellent handling, but I
think the power is there to do it if they want to. L

The CrairaaN. Do you have any questions, Senator O’Mahoney ?

Senator O’Mamoney. I was interested in'your statement about the
judicious application of funds for the reduction of income taxes and
the reduction of the national debt. What do you think is the proper
measure of debt reduction? First, before you answer, let me tell you
what I am thinking. We have a debt amounting to $258,000,000,000.
It costs the taxpayers about 414 to 5 billion dollars a year to carry
that debt, so I am leading up to the other questlo_n_ as to whqt vour
judgment is, as a well-known banker, about our ability to continue to
pay these heavy taxes to service the debt and the period during which
we can hope to continue to carry it.

Mr. Corr. Well, I believe, Senator, that with the right atmosphere
the Government would collect, perhaps, more dollars at a low rate
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than they are collecting today in a period of real business activity..
That is my belief. :

Senator O’MauoNEY. What about the carrying of the national debt.
What do you consider to be the measure of debt reduction ?

Mr. Cort. You mean reduction in relation to taxes?

" Senator O’Mamoney. What is the measure of the reduction of the
debt? To what extent-should we undertake to reduce that debt?

-Should we do it year by year? Should we try every year to set aside
a certain proportion of the Government revenues to apply on the
debt, and, if so, how much? To what extent can we neglect reducing
the debt in order to reduce taxes? '

Mr. Corr. I believe it is something that has to be flexible. I don’t
think you could set up a program, let us say today as we might like
to—or I might like to—and say we are going to reduce the debt so
much in the next 4 or 5 years. It seems to me you have got to have
flexibility in that, because conditions at the time are going to determine,
iln my opinion, whether you can do this or that, or whether you cannot

o it.

Senator O’Mamonty. Do you think ‘that if we follow a flexible
policy of debt reduction there can ever be a better time in which to
reduce the debt than when our national income is higher than it has
ever been before, and corporate profits have, as you state in your
paper, reached the maximum in history? :

Mr. Corr. I think it is an excellent time to do it, but let us remember
that in the reduction of that debt, much as I am for it—I don’t want
to give the impression that I am not—you are, in essence, deflating, and
I don’t think you ought to deflate too fast, and I think you have got
to compensate the deflationary picture by perhaps a reduction of taxes
to lift up consumer buying. So I favor a division. I don’t think you
should apply the whole thing to the reduction of the debt, nor do I
think you should apply the whole thing to tax reduction.

* Senator O’ManoNEyY. But doesn’t your thinking about reduction of
taxes, when we have so high a debt, depend upon the theory that if
you reduce taxes you are likely to increase business activity, and there-
fore the income of the Government ?

Mr. Corr. I believe that with reduction of taxes you would increase
business activity, and I believe that with a lower rate of taxation you
might not collect much less than you are collecting today. I cannot
prove that, Senator, but I have a feeling and somewhat of a conviction

" that that might be true. ' -

Senator O’'ManoNEY. But don’t you agree with me that, after all, the
success of any movement to increase income will have to depend upon
the degree to which we have a successful incentive program¢

Mr. Cout. Yes, sir.

Senator O’MaHONEY. Now, then, with respect to that, you tell us
that you have conducted a survey of your customers to determine to
what extent they might need additional credit. Can you tell us to what
extent,small businesses or individuals are to be classed among your
borrowing customers ? ,

Mr. Corr. We cover all sizes in the bank, Senator, and I believe that
the money is available for all classes if it is necessary.

Senator O’ManoNey. What is the amount of your average loan?

Mr. Corr. Our average loan would be substantially larger than those
of small banks throughout the country..
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Senator O’MamoNey. Certainly.

Mr. Corr. And I would not necessarily have it in mind, but I think
it is in the neighborhood of half a million dollars. I am estimating
that. I haven’t got the exact figures.

- Senator O’ManonEY. 1 would not expect you to carry the exact fig-
ures in mind. I asked that question because during the TNEC hear-
ings on insurance, when some of the big insurance companies were
here, they told the committee that they would not have very much
interest in a business loan of less than $250,000 or $200,000, because of
the burden of servicing such an account. So, what I have been seeking
through these years is some practical method of promoting loans to
small business in amounts lower than your average and below the min-
imum of the big insurance companies, which, under our system, are the
principal resources of credit.

Mr. Corr. I think we get in that discussion the question as to
whether the kind of money you are talking about is credit or whether
it is equity. I am convinced myself that, generally speaking, through-
out the country today the small bank or correspondent bank 15 loaning,
where credit is the determination of the loan—is meeting all the de-
mands. Now, if you want to go over that line to; let us say, the equity
side of the picture, I think that is where your big problem has been.

Senator O’MamonEY. You spoke of plant expansion. We have had
considerable plant expansion in the last year, have we not, during
this reconversion period?

Mr. Corr. Yes; we have.

Senator O'Mamonry. What would you estimate that would amount
to, over all? : ' ;

Mr. Corr. T haven’t got the figure in mind. I may have it with me,
if you would like to have it. ‘

Senator O'Mamoney. Yes; I think we would.

Mr. R. F. Ryzrson. About $12,000,000,000.

Senator O’'MamoNEY. In what period?

Mr. Ryerson. For the calendar year 1946.

_ Senator O’'Mamoney. That is considerable expenditure in plant
expansion, isn’t it?

Mr, Ryrrson. That is very good. -

Senator O'Mamoney. That would not indicate that there is any
existing impediment in the way of investment of funds in plant expan-
sion : o

Mr. Corr. No; it would not, except I can say that from there on
many programs which would increase that amount substantially have
been curtailed because of the increased cost. In other words, the busi-
nessman is looking at it from the point of view of whether he can
earn his way out at the cost that he has got to pay today for that
plant, and he determines that he cannot except where he has to have it.

Senator O’MaHONEY. It has been a long time, has it not, since we
have had such an investment in plant expansion?

Mr. Corr. That is right.

Senator O’'MaBoNEY. But, in your opinion, we could have had a
much greater investment in plant expansion ? :

Mr. Corr. No; I am saying I would like to see that maintained,
maybe not at that rate, but at a rate which' is necessary to produce
the goods at lower cost, if we can get them.

65210—47—pt. 1—4
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Senator O’Mamoxey. Now, that brings us back to the central theme
of the dependence of production upon price, does it not? There comes
a point of resistance ? ] )

Mr. Cour. Yes; there does. There is no question about that.

Senator O'MamoneY. In your paper you spoke of producers not
charging all that the traffic would bear and cited the motor industry
as an example..

Mr. Cour. Yes, sir. )

Senator O’'MauoNEY. You were here this morning when Mr. Wilson
was on the stand ? Co

Mr. Cour. Yes, sir.

Senator O'MamonEY. I was asking him questions in respect to other
industries, to determine whether they also were charging lower prices
than the traffic would bear. What is your opinion ¢ ,

Mr. Cour. My observation is that there are many industries that
have gone well below what the traffic would bear. I think the elec-
trical industry is very definitely in that category.

Senator O’ManoNEY. Yet, as your second fundamental, you said
that business has already made substantial reinvestment on the piece-
meal basis during the past 6 or 9 months of transition to a buyers’
market. Does not transition to a buyers’ market mean that we are
“transiting” to the period of resistance to high prices?

Mr. Cour. 1 thin{i the retailer and the department store and the
chain store found it necessary to change the type of merchandise
which they were buying, and they were finding some resistance to
price as to quality of the merchandise which they were selling. Their
commitments have been reduced substantially as to that type.

Senator O’ManoNeY. During the war and during the period of
shortage, the retailer could sell anything that was on the shelf?

Mr. Corr. That is right. )

Senator O’ManoNEY. And you mean that there is now some buyer’s
resistance ¢ . '

Mz, Corr. Yes; that readjustment has been taking place, and the
inventory picture, which might under certain circumstances be a more |
serious one, has been normally adjusted. '

Senator O)MamoxEY. It is a very important statement to make, if
it is made, that industry as a whole is not charging what the traffic’
will bear, and if that 1s to be your testimony to the committee, I
think it would be very valuable 1f you could substantiate it by some
other examples outside of the motor industry. The press is full of
statements to.the effect that prices are too high, Members of Congress
have been demanding an investigation, and this committee is ap-
parently trying to make that investigation as to why prices are so-
high and what can be done to bring them down. If you are to tell
us, and we can tell the country that industry as a whole is charging
much less than it could get, I think that would be a very striking
statement that ought to be developed.

Mzx. Corr. I believe that to be true. I know it is true in the few .
companies on which I am a director. I believe the main criticism is
in the cost of food and agricultural products rather than in the cost
of manufactured products. I.think Mr. Wilson explained this morn-
ing that when he sells to the dealers the price of the car is beyond his
control after that point to a great extent. What the purchaser may
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do with the article he purchases is something that is pretty hard to
control, and there is no doubt that there are secondary prices that, are
much higher than the price at which the article is being marketed
today, but the manufacturer, generally speaking, in my opinion is
not charging more than fair prices. _ :
The Cuairman. I just want to ask you there, Senator, if I may,
aren’t there lines now in which the sellers of manufactured goods,
perhaps manufactured food or clothing, are finding buyer resistance
to the prices that are being charged ? :
Mr. Cour. Yes; that is true, and I think very naturally.
The CaarrmaN. What are those that you have heard of ¢
Mr. Corr. Well, in a number of the soft goods retail trade in the
department stores there has been resistence. But I believe that is
natural. The purchaser had only that article to buy during the war.
He has not had-the other elements of production available to him, and
he is becoming more critical of some of the things that he has been
buying. I think that in the textile picture there has been some small
readjustment along that line.

Senator Franpers. 1 was about to ask if you felt there had been any
difference in the history of soft goods and hard goods in respect to
not charging all the market will bear?

Mr. Cour. I would not think so.

Senator Franpers. But I have had the impression that such things
as household machinery, in general the hard goods used by the ultimate
consumer, had been kept under control a little bit better than some
other things that the ordinary householder buys. .

Mr. Cour. That might be, but I would not be able to say to you that,
let us say, in the textile industry they have been charging what the
traffic would bear, necessarily. . T don’t think they have.

The CmamMaN. But have they been charging what the traffic will
bear as compared to the cost? ' :

Mr. Corr. No; I think that in some lines they could have charged
more, substantially more.

Senator O'MamoNEY. You made a very interesting comparison, Mr.
Colt, as I recall, showing that the prices of agricultural commodities
since 1939 have risen about 180 percent, while the prices of manufac-
tured commodities have risen only about 62 percent. To what do you
attribute that difference? ’

Mr. Cour. We go right back to the old question of supply and de-

: mand if, for the sake of example, national policy were to change
overnight and our Government were not, to make the purchases that
they have been making in the agricultural field, I think you would see
a very different price picture there. In other words, I think there
are more purchases than there are products in the agricultural field.

Senator O'MamoNEy. Is that true in the other fields too? - Take
the case of motors, again. The people of the country cannot begin to
get the automobiles they would like to have. The demand is there and
the supply is lacking.

- Mr. Cour. Well, I think you are talking, of course, about an organi-
‘zation in the one case and you are talking about groups of individuals
in the other case.

" Senator O’Mamoxey. I was hoping you would-say that.

Senator Fraxpers. I am afraid, Senator, you are making a good

case for administered prices.

)
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Senator O’MamoxEeY. I was leading up to that, to find out whether
we have them or not. Do we have administered prices in industry?

Mr. Cout. No; I would not think so. .
Senator O’MamoNEY. You think it is just a matter of independent

pricing ? :

Mr. Cort. No; I think that——

Senator O’'MamoNEY (interposing). When I asked that question of
Mr. Wilson this morning; Senator Taft suggested that the unanimity
of action among manufacturers was probably due to the fact that,
being comparatively few in number, they-could easily follow leader-
ship or competition, whereas, it was much more difficult for the
thousands of producers in agriculture.

Mr. Corr. Well, I would say that in the manufacturing field, from
my observation, the man that can sell the most at the lowest price is
the man that gets the business, and each management is trying to do
just that. '

! The Cramrman. Rather for the future than for the moment?

Mr. Cour. Rather for the future, because they know that the compe-
titive feature at some point will be there. In other words, it would
be unsound to get what the traflic would bear—if that is the word you
want to use—because in the long run they are looking to the customer
and not just to today. They are looking to the 5-year pull.

Senator O’ManoNEY. But you still tell us that agricultural prices
have risen to new heights primarily because there are so many groups
of individuals bidding for a limited supply, together, of course, with
Government purchases? _

Mzr. Cour. I think that is partly true. ‘

The Cuairman. Isn’t there a substantial difference between the
situation of a manufactured article sold to a wholesaler for sale to
consumers, and a great market to which all the wheat comes, com-
modity markets where all the wheat is bought, and where everybody
meets, so to speak, at a central point, and really the price is made by
the supply and demand, is it not, like the stock market in New York
on stocks? Isn’t there a substantial difference between the price ques-
tion in that kind of a commodity and manufactured goods that are
made here and sold here to Mr. X, who uses it ? ,

Mr. Cour. That is a point I was trying to make. I think there is
very great difference,.

The Cramruman. I don’t know what you would do about it.

Mr. Corr., Well, I haven’t any answer to that either, but I do be-
lieve that—TI will make this statement : T believe that, obviously, if the
demand drops, the price will drop. .

Senator O’MamoNEY. The picture that has been presented to us
today by Mr. Wilson is that with respect to the automobile industry,
the manufacturer is not asking the price which the consumer would be
willing to pay, but is deliberately following a policy of setting prices
well below that, and you told us that this is characteristic of the whole
market,. : : 4

hMr. Covrt. I believe the company is the exception that is not doing
that. : ' ’

Senator O’MamoNEY. That is a tremendously interesting statement.

Mr. Covr. I think the percentage will be highly on that side.

Senator O’'MamonNeY. And that is borne out by your statistics, that
in the manufacturing field prices have increased only 62 percent over
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those of 1939. Yet it still remains a fact that there is price resistance
here which, in the housing field for example, makes it impossible to
construct the homes that the country should have.

Now, what are we going to do about it?

Mr. CoLt. You are asking me, and I am going to be perfectly frank
with you about it. I think it is highly possible that the wages that
are being paid in the construction industry should be paid if the re-
strictions were eliminated as to how much a man might do per day, and
if a man did a job, probably a percentage less, if you please, than he
did years ago, it would greatly aid the building industry. I think the
restrictions in the industry as to the amount of work a man can do are
doing more to increase the cost of building than any other thing.

The CHarMaN. But isn’t it true’still that it is a question of supply
and demand? Isn’t it true that practically all of the materials that
are made are being used very rapidly? As I get it, while there is
resistance to prices that are very high, still it would be almost impossi-
ble to build any more houses than we are building at the present mo-
ment. TFor instance, plumbing supplies are distinctly a limitation, I
take it, on the number of houses that can be constructed. I don’t know
about lumber. "

Mr. Cour. I think there would be many more houses planned today
if the costs were down. There would be a greater backlog of that type
of construction in the offing. I think that is important, looking ahead
over the next 2 years, and that is why I bring out that point.

Senator O’'Mamongy. There are at least two factors there, cost of
construction and cost of materials. ,

Mzr. Corr. That is right.

Senator O’MamonEy. The reports that we get are all to the effect
that the cost of materials is too high.

Mr. Cour. Well, the cost of materials in some respects has already
started to readjust. The cost of lumber is already readjusting itself. -

Senator O’Mamoney. And you think we are coming to a%uyer’s
market in construction materials?

Mr. Cour. It may be approaching that.

Senator O’MamonrY. You said that some Government regulation
is necessary, but that in the main it ought to be considerably less.
Since we are discussing the place that Government must play in this
picture, could you give the committee any better idea of what you
regard to be the boundaries of Government regulation ¢ )

Mr. Cour. Well, my purpose in mentioning that was that T believe
it is necessary in certain lines. In other words, I believe that public
utilities, genérally speaking, appropriately should have regulation. I
have already said that I thought the regulation of credit on-the part
of the Federal Reserve is appropriate. But the heart of the matter
is on the other side of the picture from my point of view, and less
Government regulation would create the favorable atmosphere for
the investment of the public’s money and of the money of corporations
in plant expansion. As far as covering the whole scope of the ques-
tion of regulation, I don’t think I am competent to do that.

Senator O'MauoNEY. Yet the facts before us are that we have spent
$12,000,000,000 in plant expansion, which would indicate that the
atmosphere was not particularly unfavorable to capital expenditures.
As a result, T am at a loss to know precisely what change you suggest.
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Mr. Cour. We are talking about maintaining a period of plant and
other construction and I am saying that my point of view is that un-
less the atmosphere is favorable for the investor, the future construc-
tion of plants and equipment by corporations' will be retarded, and T
think that is a very important aspect of the period that we are entering
into.

Senator O’Mamonrey. Do you agree that we have a favorable at-
mosphere now ? o

Mr. Corur. I think it is more favorable. I think the criticism of
excess profits does not help. ) _

Senator O’Mamoney. Now, this has been going through my mind.
You think reduction of taxes would be helpful. We have come to a
period in our economic development when we have incomparably less
unemployment than ever before.

Mr. Corr. Yes, sir. -

Senator O’'Manmoney. When we have the highest national income
in the history of the country, when profits are up in every segment of
industry—now, what more favorable condition can we look for?

Mr. Cowrr. I think that is a very proper questior, and the answer is
that they should be left there. .

" Senator O’MamoneY. Then we should not make any changes?

Mr. Cort. We should not make changes that would discourage the
condition that now exists. :

Senator O’ManoNry. That is right. Now, how about encouraging
the investment of the savings of the little fellow ?

Mr. Covrt. I think the principle is the same.

Senator O’Maxoney. Now, this increase that you see in the demand
for plant eéxpansion, can you divide that into special categories? Is it
among the corporations or do small businesses share in this movement ?

Mr. Covr. I think the principle is the same in both cases.

The Cramrman. But isn’t it right and desirable to encourage the
small saver to put his money into these things?

Senator O’'MamoNey. The man who saves, say, $200 or $300 a year?

Mr. Corr. I am thinking more of the man who wants to start his

“own business.

The Crarman. But I have always been puzzled by the fact that,
as we reduce the savings of the upper-income group and throw savings
more into the lower-income groups, the latter necessarily say, “We
ought not to invest in equities.” They are people who want to put
their money into insurance companies or into fixed-income returns and
Government bonds.. When we cut down the savings of the upper

- groups by the high income-tax bracket, who is going to save the meney
that will go into equities? There have been plans for trying to ac-
cumulate these funds and let them be invested with Government insur-
ance of some sort, or some other device that will lead to smaller savings
going into the equity investment that we need. We haven’t any plan.

Mzr. Cort. Noj I haven’t, Senator. In my reference to it I am think-
ing, as I said, more of the man that wants to start his own business,
go out and do something, and he is discouraged {rom doing it in many
cases.

Senator O’Manoney- There is one other question I wanted to ask
you. With respect to your discussion of mass purchasing power, I
was not altogether clear about your point with respect to that.
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Mr. Corr. I only wanted to make the point that profits by industry
do not discourage mass purchasing power. The statement has been
made that profits discourage mass purchasing power.

Senator O'MaroneY. You recognize the need for mass purchasing
power? .

Mr, Cour. Yes, sir. .

Senator O’MaroNEY. And you féel that measures should be taken
to maintain mass purchasing power? _

Mr. Corr. Not if you mean Government spending.

Senator O'Maro~eY. No; I don’t mean that. I never have been
an advocate of Government spending. But after all, we have de-
veloped a pragmatic sort of world. I remember very distinctly that
about 1937 President Roosevelt sent up a budget here to Congress
in which he undertook to reduce Government spending. He cut the
Government budget very substantially that year, and it was imme-
diately followed by a recession. Then there was a.great demand, quite
nonpartisan, in Congress for the resumption of spending.

The CramrmaN. I thought it was your position that recovery started
from March 4, 1933. I always understood your position to be that
from that day things got better.

Senator O’MamonEey. I will give you book and page on it if we are
talking economics now and not politics.

Senator Fraxprrs. Mr. Chairman, I must leave at 3:30, and I have
one or two questions that I would like to ask.

The Cuairman. Very well, Senator.

Senator Fraxpers. ‘Mr. Colt, I have been very much interested in
this committee from the time the law under which it was set up was
first introduced. In its original form, as I read it, it was based on the
idea that it was possible to prophesy what was going to happen for
18 months in advance, say, and having prophesied, to take the neces-
sary steps to prevent the prophecy from being fulfilled, if that was
what you wanted to do. I was very skeptical about the possibility of
doing that at the time.

The bill as it passed the Congress and was signed by the President,
and under which we are now organized, does not place so heavy an em-
phasis on the possibility or necessity for accurate prophecy. It has
seemed to me that about as far as you can go in that line stops well
short of prophecy. You can analyze the situation in which you are
at a given moment and say to yourself: “Here we are. Now, 1s there
something which is capable of increase or expansion? Is it some-
thing more nearly normal which you would hope to keep? Isitsome-
thing above normal from which we must prepare to drop off, or where
are we?? I suppose there is a small element of prophecy in that, but
in general it involves an analysis of where we have been and where we
are. ’

T was interested in what you said in your testimony with regard, as
I understood it, to preparing for some sort of a gradual drop-off from
where we are over the period of the next year orso. I was wondering
if T had understood you correctly in saying that you felt we were on
a level which we perhaps would be unable to maintain.

~ Mr. Cout. My feeling on that is that we can maintain this level. I
would not go further than a year or a year and a half. The question
of prices, I believe, is one that will meet with further readjustment.
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T expect to see a lower price level. T do not expect to see it anything
like as low as it was before the war. We have a Government debt to
support, and I think a higher price level will be necessary to suppart
that debt. I do see a readjustment but I do not see a depression.

Senator Franpers. The readjustment, however, would involve some
little decrease in production, some little decrease in national income?

Mr. Corr. I think it would involve that; yes, sir. _

Senator Fraxpers. But if we behave ourselves we will then adjust
ourselves to that slightly lower level. That raises a question which
has been for some years very much in my mind, and thaj; is the pos-
sibility, in view of the comparatively low level of production and con-
sumption of a large percentage of the population, of working onto a
higher level from almost wherever we may be. It seems as though
there are great resources for expansion. We will take a train right
straight through the State of X, just for example. There you see
chances for more effective application of human labor and chances for
greater consumption. Why doesn’t that open an opportunity on the
part of business and Government and labor to go to a higher level for
the country as a whole?

Mr. Cort. I think we still have frontiers.

Senator Fraxpers. Yes; that is a frontier. That is a social fron-
tier, not a geographical frontier. It is a social frontier, -

Mr. Cour. Yes, sir. :

The Cuairman. There is no reason why we should not go on ex-
panding as we have expanded in the past, but the question is whether
3 years from now we might be somewhat lower than we are today.

Senator Fr.anpers. Yeés; I think your thought on that is my thought.
It is clear to me we are apparently 1n agreement.

There is one other question T wanted to ask with relation to Govern-
ment expenditure, and so forth.

In the unhappy event that this joint committee utterly fails in its
duty, or having carried out its duty it utterly fails in salesmanship to
the Congress and the administration, and the country at large, and be-
comes a voice crying in the wilderness, and we get into a depression—
I am speaking now about Government spending—would you feel that
the best way of handling that’depression was to balance the budget
through hell and high water?

Mr. Corr. I would not feel that. I would feel that you would
probably have to go in debt. '

Senator Fraxpers. That is, the national debt is something that at
times you might have to add to; at other times you should be diminish-
ing, with probably, on the whole, over good times and bad times, a
slow decrease. Would that be your idea ? '

Mr. Covr. Exactly.

Senator Franpers. That idea is all right with me. That is all T
wanted to say.

Mr. Huser. I wanted to ask Mr. Colt—the Senators are clairvoy-
ants; they have asked most of the questions I had in mind, but do
you know of any economic reason why the terminal-leave bonds
ﬂllogzld not be paid in cash, and do you have any feeling to express on

at? : '

Mr. Corr. What bonds did you say?

Mr. Huper. The terminal-leave bonds, so-called GI terminal-leave
bonds that were issued by the Seventy-ninth Congress, and. it has been
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proposed that they be paid in cash. Do you feel that that might have
any inflationary influence on the currency of the country ?

Mz, Covt. I do not believe it would have an inflationary influence,
necessarily, but I think that is part and parcel of the whole budgetary
_ picture. To answer the questions specifically whether they should be

paid or not would be one thing, but they are part and parcel of the -

whole budgetary picture that the Government 1s going to be required
to put up.

" The Cuamrmax. Itisnot part of the budget as far as budget expenses
are concerned. It was charged to expense when the bonds were 1ssued,
were given to the men.

Mr. Corr. Yes; that is right.

Mr. Huser. I just asked that because we are going into the whole
picture of housing veterans and other matters.

Mr. Cout. I don’t think that payment to them at this time would
help them from the point of view of the housing situation. In other
words, I think fundamentally, if you are building houses that do not
have value, you are doing something unsound. I don’t believe it would
help anybody to get more money to buy that house at unsound value,
and in my opinion, those values are unsound.

. Mr. Huezr. I should have explained the reason for my asking the
question, that housing has been touched upon in other matters, and the
veterans and veterans’ welfare have been mentioned.

The CmamrMaN. Mr. Colt, with regard to credit control, it seems
to me this is something specific that we might act on. What do you
think of the controls over the stock exchange, the margins required,
in relation to your statement that we need more money for equity
investment? Isthat discouraging, or is it a proper discouragement, or
what do you think of that control?

Mr. Cour. You may remember that that was relaxed, Senator, in
some respects, by letting people borrow on rights to subscribe to new
stock. I think that was a move in the right direction. Generally
speaking, I think a freer market on the stock exchange would prob-
ably be a helpful thing. On the other hand, I am not averse to regula-
tion which has prevailed with respect to credit.

The Cuamrman. Do you think the Government should have power
to limit the margins or require margins on stocks?

Mr. Corr. I think it is part of the whole credit pictures; yes, sir.

The CHAIRMAN. -What about the banking picture itself—since Mr:
Patman is not here? Are banks making too much money or what
do you think on that subject? He would want to know 1f he were
here.

Mr. Cour. A year and ahalf ago there were some people who thought

they were making too much money. We had made a forecast—the -

banks—and come to the conclusion that outgo, expenses, were going
up and return was going down, mindful of the fact that-securities at
higher rates were going off the books and new ones, investments, were
going on at a lower rate.- I would think the earnings of the banks
would be down this year 10 percent, 12 percent.

The Crarman. From 1946? :

Mr. Cour. From 1946, last year; yes, sir.

Mr. Huser. How would that compare with 19392

Mz, Corr. Can I get my figures to answer that question ?

Fiel
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Mr. RyersoN. We do not have that. .

Mr. Cour. Well, T am afraid I cannot answer that question, but I
am saying that in the case of our own institution, our earnings were
higher in 1946 by about 10 percent as compared to 1939.

(Mr. Colt submitted the following paper:)

STATEMENT OF S. SLoaAN Cownt, PRESIDENT, BANKERS TRUST C0., NEW YORK, BEFORE
THE JOINT COMMITTEE ON THHE EconomIic REPoRT, JUNE 24, 1947

Gentlemen, I welcome the opportunity to appear before this‘ committee and to
discuss a question that is very much on the minds of all thinking Americans;
How can we best maintain a high level of employment, production, and pur-
chasing power over a period of years? . )

While I speak primarily as a New York banker, I also speak as a businessman.
It has been.my opportunity, for many years, to serve on the boards of directors
of industrial corporations. This has enabled me, I trust, to appreciate the factors
that enter into the business decisions which play such. an important part in
economic progress. From these contacts and experiences has evolved a point of
view that I should like to present before this committee. ’

There can be little disagreement as to the fundamental objectives of the
Employment Act of 1946. What differences of opinion there are relate to the
methods by which the purposes of the act can be most effectively advanced, and
to the policies that should be established by Government. It is to be hoped that
through collective wisdom and patience we may work out programs of action
that are practical when viewed in the light of the realities of business and
economic life. ) : -

Business sentiment.—In retrospect, I think we can agree that the reconversion
from production for war to production for peace has been achieved with greater
facility than many of us thought possible in 1945. In reconversion, as in war,
the American productive system stands preeminent in the world, and the whole
Nation is the beneficiary. However, the success of the reconversion process has
not resulted in complacency about the future. Two years after the end of the
war, we see & world in which very little real progress toward rebuilding has
been made. The responsibilities of this country in world reconstruction are
great, but there is obscurity as to how far our efforts abroad are to g0, how
effective the program is likely to be, and what it is going to cost. The committees
which have just beéen appointed by President Truman have a great opportunity
to perform constructive action on a very important problem. )

We face the problem of providing, whether by means of credits or purchases
from abroad, the dollars required by the rest of the worlid. In no event can we
provide dollars in the long run unless we are willing to let more of the products
of the rest of the world come into our markets. . .

At home, we see a price structure at levels almost twice those of prewar, and
remember what happened to prices in 1920 and 1921. Many people are concerned
about the future of agricultural prices, when world agricultural production re-
covers. We are worried by the level of construction costs, the low productivity
of labor, the union. restrictions on output in many industries, and the attitude
of some short-sighted labor leaders and their complete unwillingness to make
any concessions to an aroused public opinion. We are astonished by the argu-
ment that prosperity can be built on a firm and lasting foundation only by a
simultaneous and rapid increase in wages and reduction in prices, and are dis-
turbed by the criticism of legitimate business profits, by the level of Government
spending, and the refusal to come to grips with that problem, especially in view
of the unknown demands for international relief and the new domestic spending
programs that are being proposed,

Current outlook for business—In addition to these more general problems,
businessmen are specifically concerned with the present prospects for business
activity. In appraising the business outlook today, we appear to be nearing the
end of a period characterized by a high volume of soft-goods sales. This has
been supported, in part at least, by temporary factors such as shortages on the
part of consumers and business, by the scarcity of many consumer durable goods
such as automobiles and home appliances, by the use of accumulated savings,
and by the rapid replenishment of inventories. Neither the spending habits of
consumers nor the production of industry bas yet returned to the expected
peacetime pattern. : :
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In view of this situation, some readjustments in business are likely. This
is not unexpected and in fact is healthy. Except under conditions of regimented,
all-out production for war, readjustment and change are normal. Some markets
and industries have alrcady beeu affected: the diamond and fur markets last
fall; the entertainment business in the winter; some segments of the apparel
and shoe industries more recently. I cannot forecast how numerous these
adjustiments will be, nor what their exact effects may be in the months ahead,
but I am reasonably optimistic about the general business outlook for the next
few months. I doubt that we shall experience a decline of business activity
comparable to that of 1920-21, or even as bad as that of 1937-38. )

My relatively optimistic views are based upon consideration of five factors:

Rirst, for almost a year businessmen have been preparing for the widely
heralded recession. They have made great efforts to get inventories in balance,
and to reduce outstanding orders. Our customers tell me that they have made
good progress along these lines. Furthermore, inventory speculation is by no
means as common today as after World War L.

Second, business has already made substantial readjustments, on a piece-
meal basis, during the past 6 to 9 months of transition to a buyers’ market.
In many commodities, significant price readjustments have already taken place.

Third, the banking system today is in a much more liquid position than it
was after World War 1. My experience is that very little bank credit is being
used for speculation, either in securities or commodities. Some months ago
we started surveying the loans in our bank in order to determine what our
policy should-be in case some of our customers were to find themselves in need
of additional credit. I feel confident we are in position to give our borrowing
customers the support they need, and I believe this is true of other banks in the
country. Also, I doubt that we shall see a repetition of the highly restrictive
T'ederal Reserve credit policies which contributed to the price collapse of 1920.

Fourth, while the prices are high and the price structure is unbalanced, the
prices of many important manufactured products have risen less than the
average. In addition, some of the prices that have risen the most could de-
cline from their peaks without causing widespread unemployment, For exainple,
prices of agricultural commodities have gone up 180 percent over 1939 and, in
many cases, are substantially higher than required to bring forth a large volume
of production. By contrast, the price index of commodities other than farm
and food products has risen only about 62 percent over 1939, in spite of very
substantial increases in wage rates.

Fifth, conditions in the heavy industries are reassuring. Our customers
say they are operating at capacity, most of them with large accumulated back-
logs of orders. The demands for refrigerators, automobiles, electrical and
telephone equipment, railroad equipment, and industrial machinery, for example,
appear sufficient to assure a high rate of output for a long time to come.

However, the business outlook is clouded by other factors. Perhaps the most
unfavorable factor on the domestic scene is the exorbitant level of construction
costs. In recent months many of our customers have canceled arrangements
for financing additions to plant. They voice one universal complaint: Construe-
tion costs are too high. .Many of them are going ahead with the purchase of
equipment where they can see some direct saving. However, most of them
are canceling or postponing all but the most essential construction. They
recognize that higher prices for materials and higher wage rates have added
to construction costs, but almost unanimously they place the greatest stress
on the reduced output of labor in the building trades.

Importance of capital investiment.—I am especially concerned about construc-
tion because, in my view, what happens to construction will have a great deal to
do with whether we continue to have good business. Generally speaking, the ac-
tivity in the heavy industries, most of which are closely related to construction
and expansion of plant and equipment, means the difference between prosperity
and depression. This country never has had a serious or sustained depression so
long as the.capital-goods industries were active. Conversely, we have never en-
joyed real prosperity unless these industries were busy. Thus, the prospects for
- business for the next few years depend on the outlook for the heavy industries.

In the outlook for these industries, business spending for.plant and equipment
plays an all-important role. It is by means of new plant and equipment, and by
thig means only, that we achieve greater efficiency, larger production, more em-
ployment, more purchasing power, and higher standards of living for more people.

Furthermore, as a banker and a businessman, I believe I have some knowledge
of the factors which encourage business spending, and of the conditions which
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tend to stifle such spending. A high 1ével of business spending for plant and eguip-
ment requires that two fundamental conditions be met, namely, (1) that business
have an incentive to assume the risks involved in making new investment, and
(2) that the means be available, either from profits or from the security markets,
out of which expansion can be financed. Both depend basically upon the rate
of profits and profit expectations. :

I think it is time that the role of profits be discussed in a realistic fashion and
in some detail. Most businessmen of necessity think in, direct terms. They see
that good profits, high employment, and high pay rolls go together. It is their
everyday experience that profits are good when plants are busy and when jobs
are plentiful, and that losses or low profits generally mean idle plants and idle

. men. Looking at the economy as a whole, the records show that years of good

profits are likewise years of high national income, good employment, and large
wage and salary payments. And the burdens of depression are not borne by
workers alone. In fact, business profits are generally the first to decline and
usually fall faster and further than do wages and salaries in a depression.
Some of the theorists do not take such a realistic view of business profits.
They say the present level of profits is too high, and that, consequently, the pur-
chasing power of the mass of consumers is being reduced. Neither contention is
valid. . .
Are profits too highf—Corporate profits, estimated at a rate of about
$15,000,000,000 a year at'the turn of the year, were at the highest level in the

-country’s history. So also was national income. Measured against other factors

in the economy, corporate profits are currently no higher than in other prosperous
periods. In periods of high business activity, corporate profits generally average
between 8 and 10 percent of national income. Currently, profits are within this
range. IFurthermore, in the banner year 1946, the last calendar. year for which
results are available, the net income of the country’s leading manufacturing cor-
porations comprised a smaller percentage of sales than was the case in the best
years of the 1930’s. The latter, as we all recall, were not especially properous
years.

One significant factor generally overlooked in the current profit picture
is that the accepted methods of business accounting result in a substantial
overstatement of earnings under present conditions. This is because deprect-
ation charges are based upon book values of capital equipment, whereas re-
placement of plant or equipment at present high prices requires a considerably
larger outlay than is currently being accumulated through depreciation charges.
Thus, some of the current profits are quite illusory and really represent the
using up of physical capital.

The illusion of high profits is also enhanced by bookkeeping entries which
simply record the sale of low-cost inventories in a period of rising prices.

Recent data from the Department of Commerce show that as much as 4 to 5
billion dollars out of total corporate profits of 12.5 billion dollars in 1946 may
represent increases in the book value of inventory holdings due to a rise
in prices. However, losses will materialize once- prices turn down, as they
are already doing in some fields. : , )

As a result of rising prices, inventory and working-capital requirements

-have increased. Thus, even if a concern realizes a windfall profit due to a.

rise in prices on its inventory, these profits do not represent a real improve-
ment in financial condition since they must generally be retained to provide
additional working capital.

Business financial health requires a high level of profits under conditions
of active business. Corporations must provide for their own security. There
is no minimum wage or. unemployment insurance for business capital to carry
it through the lean years. Corporate profits fluctuate sharply with the level
of economic activity. Even a slight downturn in business can produce a very
large cut in earnings, and for many corporations can mean a loss. Conse-
quently, out of the profits of the good years reserves must be built up to cover
the bad.

Although 1946 was a year of large corporate profits, many leading companies
had an unsatisfactory record. Most soft goods industries operated at a high
profit level in 1946, but they appear to have passed their peak. The heavy
industries, on the other hand, generally showed relatively unsatisfactory re-
sults for most of last year, and only during the past 6 to 9 months have their
results been favorable. On balance, it appears that corporate profits as a
whole have reached their peak and that profits for all of 1947 will not be as
high as indicated by the first quarter’s results. .
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Do p?‘oﬁts reduce purchasing power?—Even though profits are not excessive,
they might still be regarded as undesirable if they withdrew purchasing power
or otherwise restricted the economy. This might be true if profits were salted
away in some hidgen cache. What actually happens is quite different.

In 1946, about 45 percent of corporate profits were distributed as dividends.
',l.‘_he shares of most large American corporations are widely held and the
dividends are consequently widely distributed. Some of the largest stock-
holders are institutions or scientific, educational, or charitable foundations.
In the case of the wealthy stockholders, current high taxes take the bulk of
any dividend income. While this redistributes income, it dges so at the expense
_of a continuing supply of risk capital. )

M(_)s't critics admit that corporate profits, to the extent that they ave distributed
as dividends, do not reduce purchasing power. They focus their objections upon
the portion that is retained. Even the Federal Government, at the time of the
ill-designed undistributed profits tax, subscribed to some such misconception. = As
a matter of fact, however, retained earnings as a whole do more to encourage
business spending, to stimulate economic activity, and to expand purchasing
power than do the amounts paid out as dividends.

Undistributed profits may be used to add to working capital or may be invested
in plant and equipment. If retained as working capital, it is generally in response
to a higher rate of activity that requires more work in process, greater inven-
tories, larger pay rolls, and more credits to customers. Or, retained earnings
may be used to finance new investment in plant and equipment. As I have pointed
out before, such expenditures in the construction and heavy industry field are
the most effective stimulants of economic prosperity.

In 1946, despite the record level of business profits, the amount retained was
insufficient to finance the large requirements for plant, equipment, and inven-
tories. As a result, we had during the year more than a-$4,000,000,000 expansion
in bank loans to business, and about $3,000,000,000 of security issues for new
capital. In addition, cash and Government securities were drawn down by as
much as 7.5 to 10 billion dollars in order to finance business needs. .

It must be clearly realized that business cannot maintain a high rate of invest-
ment unless prospects are good for a sustained period of reasonably satisfactory
profits. Responsible management does not undertake to expand facilities unless
they can show some profit. Nor are corporations able to accumulate funds with-
out making profits or to raise them in the financial markets without a good profit
record or atfractive prospects.

My conclusion, therefore, is that the best way to “promote maximum employ-
ment, production, and purchasing power” is to see to it that business enterprise
has the incentive and the means to support a high level of business spending.
This, in turn, depends on the ability of business to earn and retain adequate
business profits. In short, if we are to have an expanding economy I believe that
~ we need to adopt more constructive and favorable attitudes and policies with
reference to business and business profits.

Mass purchasing power—There are some people who do not agree that the
most desirable- and effective way to insure a high level of employment is to
encourage business spending. They would adopt a fundamentally different
approach ; namely, an effort to maintain mass purchasing power by (1.) incr.easmg
the level of Government expenditures; (2) raising wages and reducing prices at
the same time; and (3) maintaining a tax system that is.very burdensome for
business and for risk capital. It is worth noting that the advocates of these poli-
cies are generally of the same group that in 1945 predicted unemployment of
8,000,000 during the reconversion period.

Those who advocate steps to increase mass purchasing power generally. base
their ease on the fact that, since early 1945 or mid-1946 the cost-of-living index
has increased more than have wages and salaries. They conclude that this
portends, for the near future, a situation in which consumers will not be able
to buy the output of the economy. i o

Such a comparison of price and wage changes is of doubtful Va]ldlt.y in support-
ing the claims of vanishing buying power. Conditions in the basg periods, whether
ear]j 1945 or mid-1946, were very unusual. We were still living in a war economy,
with its characteristics of widespread scarcities of consumer goods, high levels of
individual savings, artificially low prices, down grading of quality, ]s}ck o'f stand-
ard merchandise, together with black markets and black-market prices in some
fields. What we have seen in recent months is the return to a situation in which
demand and supply are permitted to have their customary effects on prices.
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It is worth noting that some of the greatest price increases have occurred
in commodities for which the consumer sets the price. On the other hand,
many manufacturers have set prices well below what the traffic will bear.
need only cite the case of automobiles, where high consumer demand has
forced prices of new-used cars to substantial premiums over the manufacturers’
prices. Thus, in many cases, high prices ave a reflection of the high level of
buying power. It does not appear plausible to me that we can have heavy
consumer buying, rising prices, ‘and a shortage of purchasing power, all at the
same time.

The wage and price comparisions would be more meaningful if made between
periods in which commodities were available in the markets under comparable
conditions. Comparisons between such periods show results contrary to the

" trends during the reconversion months. For example, compared with prewar

years, the average earnings of workers have increased substantially more than
has the cost-of-living index.

T know of no evidence that wage earners, as a group, have Jost ground in
recent years. In both the last quarter of 1946 and in the first quarter of 1947,
wages and salaries comprised almost exactly the same percentage of national
income as they did in the 1920°s or in the prewar period from 1935 to 1939.

The proposals to increase mass purchasing power by more Government spend-
ing, higher wages, and a more steeply graduated tax structure embrace a
fundamental fallacy, namely, the notion that subsidizing consumption and con-
sumer buying power can build real prosperity. We have had some fairly recent
experience that illustrates the futility of these proposals.

Bzperiments in the 1980’s.—In the 1930’s we tried most of the proposals now
being advanced to increase mass purchasing power. Our experience with Gov-
ernment spending is well known. From a level of about $3,500,000,000 per
year in the early 1930’s, the budget rose to about $8,000,000,000 in the later years
of the decade. These expenditures were first regarded as a temporary expedient
required to prime the pump of private enterprise. The theory was that the
spending would be reduced as business activity increased. Later in the decade,
when the ineffectiveness of Government spending as & pump primer became ap-
parent, the emphasis was shifted, and the concept of economic maturity was
advanced in order to provide a justification for a permanent program of Gov-
ernment spending.

Bfforts to increase mass purchasing power did not stop with Government
spending. The idea of raising wages in order to support prices and demand
was aggressively supported, and the power of organized labor to enforce demands
for higher wages in the midst of widespread unemployment was enhanced., In
addition, corporate tax rates were increased in 1932, 1935, and 1938, and a tax
on undistributed corporate profits was made effective for 1936 and 1937. The
individual tax structure was revised to make the system more burdensome, and
the maximum surtax rates were increased from 20 percent prior to 1932 to
75 percent in 1935. These were the means by which the policy of raising mass
purchasing power was implemented, in the 1930’s.

Results in the 1930’s.—The results of these policies are well known to all
of us. Only for a brief period in 1937 did the volume of physical production
rise to a level above that reached in 1929. Unemployment averaged more than
8,000,000 for the years 1935-39 and even in the best year averaged 6,400,000.
This record of failure is conclusive. It convinces me that we do not want to
revive these policies.

The pumnp-priming theory did not work; Government spending did not en-
courage business spending. On balance,; this program and the measures that
accompanied it did much to destroy the incentives and the means for. private
capital investment. Expenditures for construction and on producers’ machinery
and equipment averaged about 40 percent lower in 1935-39 than in the latter part
of the previous decade. The policy of high wages resulted in increased costs,
contributed to infiexibility of prices, and made difficult price reductions that
might have increased sales. A wave of labor trouble and wage increases in
1937 was followed by a rapid rise in unemployment in 1938.

Increases in taxes during the 1930’s made less attractive that assumption of
risk which is necessarily associated with private investment. Tax exemption
became more valuable with each rise in the tax rates, so that more and more
investors became less and less interested in risking their funds in new enterprises,
and preferred the relatively sécure haven of Government securities.

Finally, business was called upon to adjust itself to a variety of new laws
and regulations. Many of these were required te correct the mistakes of Gov-
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ernment and business during the 1920’s. But the very vigor with which their
endactent was espoused the all-inclusive nature of some of the changes, and
the extreme manner in which some of the acts were administered, contributed
to a break-down in business confidence. In turn, this delayed our recovery.
Shall we repeat our experiences of the 1930’s?—This record of failure convinces
me that a repetition of the policies of the last decade would be no more successful

this time. Government spending is already much greater, both in absolute -

, amounts and relative to the dollar volume of business in the country, than it was
a decade ago. Those who would espouse further increase in Government spend-
ing from present inflated levels must assume the burden of proof. It is their
obligation to demonstrate, conclusively, that Government shows greater wisdom
in its spending than do those who must pay the bill.

Over a period of years, wages have been increased as labor productivity has
risen. Gradual increases in wages and price reductions have been the means
whereby the benefits of our productive system have been translated into higher
standards of Iiving. However, rapid and substantial wage increases, not ac-
companied by inereases in output, raise costs without mmeasmg the supply

of goods, and constitute a tax on the mass of consumers.

' Those who favor making our tax system even more steeply graduated appar-
ently ignore the tremendous increases that have occurred in the war years in
the tax burdens upon those of modest means, and the confiscatory nature of the
present tax rates for those of large incomes. An individual in the $10,000 income
bracket can keep only 68 cents of each dollar of additional income; at $21,000 he
can keep only 50 cents; at $90,000 he can keep but 20 cents. Aund it should not
be forgotten that these rates also apply to dividend income, even though the
corporation tax rate is double the high point reached in the 1930’s, and more
than three times the rate of the early 1930’s.

It is probably true that our present tax structure has carried the principles
of progressive income and estate taxation, which are now generally accepted,
to such an extreme as to endanger the very system of profit motives on which
they rest. The effects of these tax policies take time to make themselves ap-
parent, and for a time the economy can live on its accumulated fat. Over a
period of years, however, the effect can only be to erode and wear down the
stock of risk capital, and to impede the flow of new risk capital on ywhich Ameri-
can enterprise has depended in the past for its pioneering, its new ventures, its
new industries, and its ultimate success.

Summary—To summarize my point of view:

1. Although continued business readjustments lie ahead, demands on heavy
industry are so great that a business downturn comparable with that of 1920-21
appears unlikely. However, if high employment and economic activity are to be
sustained over a period of several years, business spending for plant and equip-
ment must be encouraged.

2. The experience of the 1930’s proves that a policy of low profits, sharply in-
creased wages, higher taxes, and more Government spending does not achieve
high employment and prosperity.

8. Fortunately, there are large accumulated latent demands for business plant
and equipment. Recent scientific and technological progress has opened new
vistas for a high and expanding level of business for a long time to come.

4. In order that these strongly favorable factors can be fully effective, Govern-'

ment policies should be directed toward stimulating the incentives and maintain-
ing the ability of business, large and small, to continue prograins of plant expan-
sion and modernization.

5. The accumulation of risk capital must be permitted; its investment in busi-
ness enterprise must be encouraged.

6. For the Federal Government, these pohc1es are surely the only effective and
the least expensive means of achieving the aims of the Employment Act of 1946.

The CmammaN. If there is nothing further, we thank you very
much, Mr. Colt.

I am informed that this room has been promised to a housing associa-
tion tomorrow, so the committee will meet at 10 o’clock in the Finance
Committee room, which is room 312, right next door to this room.

(Whereupon, at 3: 30 p. m., the committee ‘Ld]ourned until 10 a. m
Wednesday, June 25, 1947.)
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Concress oF THE UNITED STATES,
Joint ComMmITTEE ON THE EcoNomic Reporr,
Washington, D. €xg
The committee met, pursuant to call, in room 312, Senate OfficeR®s
Building, at 10 a. m., Senator Robert A. Taft (chairman) presiding.
Present: Senators Taft (chairman), Flanders, and O’Mahoney;
Representatives Herter, Patman, and Huber. : :
Also present: Staff members Charles O. Hardy and Fred E. Ber- guseys
quist, and John W. Lehman, clerk. . . TR
The Cramrman. I think you had better go ahead, Mr. Hoffiman, -

The meeting will come to order. Are you going to summarize this=eEanssts:

statement?
My, HorrmaN. Yes. _
The Cpairmax. All vight. Go ahead, they. - o s

STATEMENT OF PAUL G. HOFFMAN, PRESIDENT, ST.UDEBAKER K
CORP., SOUTH BEND, IND. .

Mr. Horrman. My name is Paul G. Hoffman. In response to your:-
wide-open and somewhat dangerous invitation to express my views' #
on economic policy, I prepared-a. written statement which has been-
submitted to you and which, I might add, is mercifully brief. I
hope you will read it. ’ _

My oral testimony will consist solely of quotations of statements
from that document, to which I wish to give particular emphasis.
While the views I hold stem from discussions with my fellow busi-
nessmei and the economists associated with the Committee for Eco-
nomic Development, 1 accept sole responsbility for this statement.

First, I would like to emphasize the importance with which we in
CED regard the work of your committee and the President’s Council :
of Economic Advisers. .

We have hight lope that-theé:result of your work and that of the"

Council will be the development of a coordinated and progressive
program of measures designed to meet the responsibilities of the
Federal Government for a more stable and prosperous society.

I would like to say, Senator, that I sincerely believe that the work
of this joint committee may affect not only our own economy but the
world economy in a most significant manner.

CED defers to no one in the pride we take in the accomplishments
of our American brand of capitalism-and iy our determination to help -
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preserve and strengthen it. We believe that the best way to fortify,
our system against either frontal or flank attacks is by capitalizing to
the fullest extent on its potentialities for the advancement of all of
our people. We should remember that there are still too many people
whose incomes are low, whose opportunities are limited. We should
also remember that the ultimate test of any economic system is what
it produces for the average man. Therefore, our answer to the critics
of capitalism should not emphasize past accomplishments, but rather
should take the form of a plan of action for so improving the effective-
ness of our system that it will yield ever-increasing opportunities for
more and more of our people. Before we can determine upon that
plan, we should take a long, hard look at our syStem to find out what
makes it tick:

Senator O’ManoNEY. You say we ought to plan something.

Mr. Horrman. Definitely. .

' Senator O’MamoNEY. Do you mean a planned economy ?

. Mr. Horrman. Definitely not.

:vSenator O’Manmonry. How are you going to have a plan without
planning ¢ ‘

:‘Mr. Horrman.” Sir, if you had had an opportunity to read this doc-
ument before you came in there might have been a partial answer,
but if I might go along I think you will see it. )
:iBenator O’ManoNkyY. T am sorry. I did not have an opportunity
to read it. ' :

Mr. Horrman. Before we can determine upon a plan we should
take a long, hard look af our system to find out what makes it tick,
what has made it strong, what. its weaknesses are, and how they
can be corrected. =~ B

In my statement T mention that the first major characteristic of our
economy is its dynamic productiveness, and the second—and this has
been its greatest weakness—is its instability. I indicate why our econ-
- omy has been dynamic and why it has been unstable and then outline
briefly how we should go about developing a program aimed at pro-
tecting and enhancing 1ts dynamic productiveness-and moderating its
tendency toward booms and busts. :
~iSenator O’MaroNEY. And your problem will be to show us when
itis a program and not planned, and when it is planned and not a
program, :

wMi. Horrman. That T will be glad to do.

Phe CrakMaN. T do not object to a planned economy if you do not
regulate it after you plan it- It is more the regulation of the plan. I
dlwayd sbélieve in planning, but how far should the Government
regulate? ' »
aMrisHorrman. We all have to plan. The Governihént has to plan,
business has to plan, we have to plan our individual lives, but there is &
vakt difference between planning and a planned economy. :

Senator O’ManoNEY. 1 think we should get that point clear because
there has been so much irresponsible talk about a planned economy,
because many times we do not see the difference between constructive
planning and regimentation. ' :

:::Mr. Horrran. I think that is a very excellent point, and I would
go.right along with you, and I think that perhaps picking out and
determining that difference is one of our biggest tasks.
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At this point I should like to emphasize particularly that the
dynamism of an economy depends substantially on the extent to which -
the potentialities of its citizens are realized, upon how much use is
made of their natural inventiveness and resourcefulness, and upon how
well they work together. We in'the United States have outstripped
the world in productiveness because our economic system subjects us
to pressures that have made us, as individuals, work hard, think hard,
and work together quite well. We have worked hard and thought hard
because there have been rich rewards for so doing, and mild penalties
for inaction. : ; '

On the question of instability, I want to emphasize the psychological .
factors involved. Maintenance of market demand is not only de-
pendent upon the availability of money but also on willingness to
spend. Any program that fails to consider, the need for giving indi-
viduals confidence in the continuity of their income and businessmen
confidence in the prospects for continued profitable operations cannot
be effective. .

T also make a point of the fact that while we are seeking for measures
to minimize the instability of our economic system and thus correct
its weaknesses, we must constantly keep in mind that its strength lies
in its natural lusty vitality. That we must not lose. Otherwise, we -
may end up with a stabilized poverty so characteristic of the tired,
‘regimented, Old World economies, ,

At this point comes the $64 question. What kind of a program can
we get in motion that will provide dynamic stability? The complexi-
ties of the problem are such that it cannot be solved by magic, by a
simple formula, or by one cure-all. It will take the collective wisdom
of all of us—government, business, labor, agriculture, and the educa-
tors—to help us work our way toward our goal. Nevertheless, com-
plex though the problem is this much is clear—and this I would like
to double underscore—that the fluctuations in the volume of business
stem from activities of men; therefore, if men act more sensibly, the
fluctuations can be moderated. There is no excuse for either violent
booms or busts. The notion that that they are inevitable or unavoid-
able should be utterly rejected.

Now is the time when we should intensify our efforts to achieve
dynamic stability ; we should not wait either for that much-advertised.
recession, or for that big depression which is being so freely predicted
for the early 1950’s. |

As we examine measures aimed at strengthening our system and
correcting its weaknesses, we must consider particularly how they -
affect our citizens as individuals. Our economic system has & respon-
sibility beyond that of efficiently carrying on trade and commerce.
It must add to rather than subtract from the opportunities for the
individual to make full use of his capabilities and for his maximum
growth and development, socially, intellectually, and spiritually.

In my opinion, as I have previously stated, the maintenance of
dynamic stability is a responsibility shared by all participants in
our economy—jobholders, job seekers, employers, labor leaders,

. farm leaders, and by every one of us jointly through our-local, State,
and Federal Governments. Because of its importance, I shall deal
first with the role of government, especially the Federal Government,
and then with the part that businessmen can play in achieving eco-
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nomic progress and stability. The responsibilities of labor groups,
farm groups, and others I shall not develop in detail.

"On the subject of employment, I point out in my statement that
Government’s role in the economy as a direct employer is and should
be a minor one. A Government guaranty of jobs for all might lead
to state socialism which would wither the independence, the initiative,
and enterprise of the individual which have made this country great.
Nor is it the proper function of government in peacetime to intervene
in competitive pricing, wage negotiations, or production.

The most vital function of Government is to establish conditions
under which private enterprise can operate most effectively. In this
area, it is my opinion that Government should do all it can to vitalize
competition.- .

It is a primary responsibility of Government to stamp out practices
that vestrict competition; to provide information and assistance that
will improve the quality of decisions by business, particularly small
business; to establish conditions that stimulate inventiveness and the.
assumption of business risks. Business, labor, agriculture, and Gov-
ernment have too often directed their planning against competition for
the protection of special interests. In the last 15 years especially we
have learned by experience that monopoly power in private hands of
either business or labor is dangerous, and that even under Government
supervision it is not safe. We need to plan for competition. The
orowth and vitality of our system depends on wide-open opportunity
for entry of new business and expansion of existing business whenever
production and employment can be increased.

On small business, full opportunity for new and small business is
especially important. ‘

On Government expenditures: The volume of Government expendi-
tures has a most important bearing on our economy. In my opinion
every possible effort must be made to increase the efficiency of Govern-
ment operations, to economize as carefully as businesses and individ-
uals do in their own affairs, and to avoid unwarranted hand-outs.

We repudiate Government spending for its’own sake under any
circumstances. ' -

‘The timing of postponable expenditures for needed public works
and for other essential purposes does, however, offer some opportunity
for moderating booms and busts.

But public works cannot be relied upon solely, or even mainly, to
maintain stability. ’ ,

In regard to taxation I urge that we work toward stabilized tax
rates. Stabilized tax rates and current collection bring in a high vol-
ume of tax dollars in periods when inflation threatens and a low vol-
ume of tax dollars in periods of depression. Thus, stabilized tax
rates are automatically countercyclical in their influence on the
economy.

There is, of course, a larger section dealing with-taxes.

On the subject of unemployment compensation I also advocate the
extension of unemployment compensation as far as practical to all
workers. Unemployment compensation gives people the confidence

in continuity of income which is so essential to the achievement of
greater stability in our economy.

On the subject of monetary and credit policies, I say there are many
billion-dollar questions, the answers to which are still obscure, but
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it would:seem-desirable and possible to reduce the cyclical expansion
and contraction of money and credit, and even, perhaps, to change it to
a countercyclical pattern. '

On the subject of foreign trade: As to foreign trade, I set great store
in the resumption of free trade between nations. I think we should
seek to attain that objective as quickly as possible. It is my opinion
that we must take an active part in the reconstruction of Europe. If
we do nothing and wait for the world to fall apart you can rest assured
that Russia will be there to pick up the pieces. But the greatest
single contribution which the United States can make to world pros-
perity is to remain prosperous ourselves.

As to agriculture, I rely solely on Chester C. Davis, Vice Chairman
of the Researchi and Policy Committee of CED, and in my statement I
quote from his testimony before the Agriculture Committee of the
House of Representatives June 7, 1947. I should like to draw atten-
tion to the fact that one very important point which Mr. Davis makes
is in regard to the interdependence of the various segments of our econ-
omy. It is impossible to consider agriculture by itself,” Mr. Davis
says. “All of our interests are woven in'a tight, complicated, fast-
moving economy.” o

On the subject of industrial peace, in which, of course, management
has great responsibility, I recall attention to the CED statement
entitled “Collective Bargaining—How To Make It More Effective,”
which was issued in February of this year. Copies of that state-
ment are available to anyone who wants them.

Now, as to the responsibilities of businessmen I should like to list
the following which I covered in more detail in my prepared state-
ment :

(@) The primary responsibility of a businessman is to operate his
business profitably.

(b) Operating profitably requires constant efforts to increase
efficiency andlower costs.

(¢). Businessmen must push forward the search for new products
and services.

(d) Businessmen should exercise scientific control of sales
expenditures. »

(¢) Every employer should regularize employment to the greatest
extent possible. :

(f) Businessmen should avoid unnecessary expansion of inventories
and launching of capital expenditures in boom times.

(¢) Businessmen should look to the long run in their pricing
policies.

(%) Participation in a sound program for industrial peace is a
responsibility of employers.

(¢) It is the responsibility of every business leader to provide con-
ditions which will encourage the growth and development of those
associated with him.

Next in my statement I discuss short-run measures to cope with
boom or depression. I should like to emphasize the fact that in deal-
ing with the problem our main reliance should be on built-in dynamism
and built-in stability. ~ These should be supplemented by definite per-
manent policies in regard to public works and other deferrable
expenditures and in regard to money and credit.
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Only by adopting these basic measures and policies can we avoid
the need to improvise in emergencies. Such improvising is dan-
gerous. Emergency remedies are likely to be half-baked measures
which fail to work as expected and which hamper rather than help
full recovery and future progress. Only by achieving the maximum
of built-in dynamism and built-in stability can we minimize the need
for reliance on fallible human forecasts.

On measures to restrain further inflation I also call attention to the
measures which CED recommended in its policy statement last fall, a
copy of which is available. There are some seven or eight specific
recommendations. - ’ :

On measures to counter deflation: In discussing measures to coun-
ter deflation, I state that we should not get the jitters at the first signs
of any slackening in demand. We should be careful also not to
overcorrect. ,

Above all, we should beware of restrictive policies designed to pro-
tect special groups from the rigors of competition at the expense of
the public.

Government should take the steps I have already indicated in my
discussion of the basic policies required for dynamic stability. In
particular, I refer to the fiscal and monetary policies appropriate in
depression, including easing of restrictions on credit, and the prompt
execution of previously made plans for public works.

In addition, there are certain special measures appropriate to
counter a deflation if it comes in the near future. These include:

1. Reduce tax rates immediately so that the cash consolidated
budget would be in balance at a high level of employment, if this has
not already been accomplished. :

2. Liberalize or eliminate any remaining restrictive controls on pro-
duction, trade, or credit. .

3. Accelerate the stock piling of strategic, war materials.

These lists of special measures to combat inflation and to counter
depression are short. They should be short. We cannot protect
our economy by repeated emergency measures.

Beyond the measures which I have discussed there is need for inten-
sive research by Government, educational institutions, and private
groups on problems for which the answers are still obscure. The
shockingly small amount that has been spent on fundamental eco-
nomic research is a national disgrace.

We need not only to encourage economic research but after we get
the facts we must {)e willing to face them if we hope to achieve our

. goals. We must give up trying to use slogans, clichés, and views

based on prejudice as answers to tough economic questions.

In concluding this testimony I would like to shift from discussing
roblems to discussing prospects: In the first instance, the prospects
or achieving stability. In a free economy we can never have abso-
lute stability. However, by adopting appropriate measures of the
type I have discussed we can, I believe, hold the swing between the
peaks and valleys to perhaps 15 to 20 percent.

We can live and prosper with that. We cannot live with fluctua-
tions such as that which took place between 1929 and 1932, when
business volume dropped more than 50 percent. Another collapse
of that magnitude might cost us our free economy.
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. Now, as to the prospects for further progress. If through wise
action we can make our economy operate more effectively, the:Teal
income of most of our people can be doubled within 25 years. We
can largely realize the age-old dream of abolishing poverty. Most
important of all, on this material foundation we can build conditions
which will provide not only equality of opportunity but certainty of
opportunity for every man, woman, and child in this country. -1

The CrAIRMAN. Mr. Hoffman, have you any views about the pres-
ent situation, as to whether there are distortions in the present set-up
of wages, prices, or otherwise, which are a threat to the maintenance
of stability ¢ : ' o

Mr. Horrman. Yes; I think there are obvious distortions. '

Mr. CuamemaN. What, in particular? crald

* Mr. Horrman. I think we have distortions in prices. As we"all
know, food prices are very high. We have distortions in certain other
price areas. We do not have the balance that we will have to fin
before we achieve-stability.

Six months ago I would have guessed that one of three things might
happen to us in 1947. : C

First. We might have quite a sharp recession ; that was a possibility.

Second. We might have a continued upward swing, contintied
inflation. : . Cor

Third. We might have a shakedown of the economy which would

-bring prices in balance.

Today I think that the third alternative has come to pass. In other
words, I think we are in the process of a shake-down. ‘

I believe by the end of the year that while business may be at a
somewhat lower level than it was in the final quarter last year, we
will be in much better balance. I personally do not believe we aré
going to see that sharp recession which so many people predicted.-

The CHakMAN. Dealing with commodity prices—you said “food”
but I think probably the same difficulty arises with most commodity
prices, food or otherwise, except perhaps a few that are more or less
held down, perhaps, like copper; but do you see in a list of actions
to restrain further inflation the only thing that seems to effect that
which would be to limit so many essential exports to foreign countries
except of goods in full, adequate supply? You, of course, feel, there-
fore, that we have to continue the Export Control Act or an export
control policy? e T

Mr. HorFman. Yes, sir. .

The CuairmaN. We are faced now apparently with a very short
corn crop and threats of higher prices in corn and products of corn,
like livestock and meat. Is it your suggestion that that field, there-
fore, be limited more than wheat, where there is plenty of wheat?

Mr. Horrman. T would. not consider myself competent in the agri-
cultural field. I always have to ask Mr. Davis about that one. i

The Cuairman. Well, what I was wondering is whether if the
prices are too high now and we are faced with higher prices in cer-
tain fields, do you-see anything else to be done by Government other
than limitation on exports? o
* Mr. HorrMaN. Sir, I have with me Mr. Yntema and Mr. Myers.
Mr. Yntema is director of research for CED, Mr. Myers associaté
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director. Mr. Yntema may have some suggestion if it is agreeable
with you to call-on him.

The CrairmMan. Yes.

Mr. Y~nreMa. One thing that is now happening is the eiioriious
.cash surplus in the Federal Government which, of course, is one of
‘the strongest defenses against inflation.

There is also the possibility of some restriction in the expansion
of private credit, largely by indirect influence of the central banking
system, an encouraging recognition of the means of checking loans.

The Crammman. Is there any danger of excessive expansion of pri-
vate credit, of loans, of bank loans, for instance, first? o

Mr. Yxtema. Well, there has been a large increase in private credit.
It is very hard to say it is excessive. That is, any increase of private
credit contributes, of course, to expansion, but the question is what the
criterion for excessive would be.

The Crairman. I do not see any indication that it has reached the
point of any unsound lending or lending that is unsound. :

Mr. YnteEMa. Of course, any expansion of credit leads to it.

The Caarrman. What about consumer:sales-on-the installment plan ¢

Mr. Y~TEMA. That, of course, has been increasing rapidly.

The CmarrMaN. What would Mr. Hoffman consider to be that?
This regulation W that was testified to, I think Mr. Colt thought it
should be continued. Other bankers apparently disagree with him.

Mr. Horrmax. Of course, everyone in the automobile industry thinks
it ought to be abandoned quickly except perhaps myself.

The Cratrman. How do you feel about it ?

Mr. Horrman. Well, I don’t see why we should loosen up on credits
in the installment field at this time. I think they ought to be main-
taired temporarily.

Sengtor O’Mamoxey. Why do you think they ought to be main-
tained ¢ '

- Mr. Horrman. Because installment credit is a great inflationary
Aforce and this is a period
Senator O’ManonEY. Is the fact that the automobile industry is not
in position to produce as much as the market demands a factor, does
that have a bearing onit?
Mr. HorrMax. It might influence my judgment, Senator. I don’t
think so, but it might. I would grant the possibility of that.
Senator O’'ManoNEY. Why shouldn’t it influence your judgment ¢
Mr. Horrman. I don’t think it should. I think we ought to be able
to make our own judgments on policies of that kind, irrespective of
personal interest.
I think that the control, regulation W, worked out well during the
war and the postwar period in deferring demand. However, there are
very strong arguments that have been made here’against regulation W
because it restricts the ability of people of lower incomes to acquire
durable goods in a period such as the present when they are in
short supply. .
-+ The CrarmaN. In the long run it is what.it cests you per year. . If
you cannot afford it, you ought not to have it, I suppose.

~ Mr. Horrman. AsIsay, I have listened to all the arguments against
temporarily maintaining regulation W and they have not convinced
me. I still believe it unwise for individuals to take on large obliga-
tions now.
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Senator O’MamoxEy. ‘That is a pretty good philgsophy, Mr. Chair-
man, if you cannot afford it you shouldn’t have it, but it has a double
edge, I think, particularly when we are endeavoring to stabilize the
economy so as to produce mass consumption. - If industry were to
be guided by this principle, that only those who can afford to buy,
who can afford to pay cash should have what industry can produce,
there wouldn’t be very much production, would there? :

Mr. Horrman. I will have to think that question over. Would yow
mind repeating it, Senator? I didn’t get it. P

Senator O’Manoney. I say if industry had to depend for its mar-.
ket upon those who are able to pay cash there wouldn’t be a mass
market for a mass-production industry. ' o

Mr. Horraan. I think that installment credit has been a very
substantial factor in building up the durable-goods industry. The
question is one of how and when credit should be liberalized.

Mr. Parman. How many products are affected by regulation W:
now? About a dozen? )

Mr. Horrman. I wouldn’t know that, Mr. Patman. T know the.
automobile industry is. :

Mr. Paraan. Jewelry and radios.

Mr. Horruan. Jewelry and radios. :

The Cmameman. Of course, it doesn’t abolish sales on credit.

Mr. Horrman. That is right.

The CuarMan. It simply regulates the extent to which that credit
may be extended. .

Mr. Parman. On purchases of $2,000 or less. : o

Mr. Horrman. I happen to believe that we ought to bring all the
countercyclical influences into play in this credit field for two reasons.

One, 1 think it puts a check on the economy. Second, I think
history clearly shows that the credits that prove to be nnsound are
those accumulated in periods of boom. Credits that you give in
times of depression almost always are good credits. I don’t think
we have come anywhere near exhausting what can be done to bring
about countercyclical policies in the field of credit. This would in-
clude installment credit. '

The CramrmaN. If you have, say $5,000,000,000 as you view it it
is not inflationary to keep on reducing that. - :

Mr. HorFman. Right. .

The CuammaN. What is-inflationary is if you have $5,000,000,000.
and run it up to ten over a short period of time.

Mr. Horrman. That is right. ' :

The Cmamman. That is the danger situation and that is where if
you have in effect a restraint of the character of regulation W it
would enable you to check that particular expansion.

Mr. Horrmawn, The social factors also, I think, are important be- -
cause if you are issuing credit loosely in times of boom—it is always "
a temptation—then the repossessions hit most heavily on those who
can least afford the losses and it is not good for social reasons. In
other words, any policy that leads to any substantial volume of re-
possessions is an unsound policy.

The CrEaRMAN. And, of course, you have the very restraint on the
purchase of stock in the stock market, another credit control..

Mi.. HorFMaN. Yes. '
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"The Cuamman. Besides the general control of bank credit through
the control of reserves and open market policies.

Mr. Horrman. We should also try to encourage the purchase of
Government bonds, E and F bonds, on the part of our employees. I
think that is a very excellent idea. _

The Cuamrman. Isn’t it possible if you run into sharply higher

prices for corn that there are means by which the Government can
divert the demand from corn to other products that are more plenti-
ful? Of course you can if you control the export of it. Is there any
other way?
.- Mr. Horrman. I would not feel competent to answer that question.
I would say offhand, though, that the law of supply and demand
will come in and people will eat oats if corn is too high, or switch
from cornflakes to oatmeal. '

The CHatRMAN. The price is to a certain extent a regulator in
itself?

Mr. Horrman. Certainly. I think we overlook the tremendous in-
fluence of prices as a regulator.

The CrHAIRMAN. Do you have any questions?

Senator O’MamoNey. Yes, Mr. Chairman,

First may I say that Mr. Hoffman, I think, has presented a very

“excellent and thought-stimulating paper. I think and believe that

the wider the publicity that your statement and that of the CED
géts the better it will be for all of us. There were several interesting
references which I should like to discuss with the witness. First of
all I noted with a great deal of personal satisfaction your statement
that we need to plan for competition—and that, I take it, means, as
I think you have said, that we ought to eliminate directly the progress
of economic concentration in industry and Government.

Mr. Horrman. That is right.. '

Senator O’Mamoney. Now, with that point of view I completely
agree. That was one of the principal recommendations of the old
TNEC, as I think you know. :

Mr. Horrman. Yes, sir. -

Senator O'Mamoney. There was a plan but very little has been done
about maintaining competition. What would you do, what do you
recommend to the Congress to plan for competition ?

Let me say first, that as you were reading your statement about taxes,
my mind went back to the fact that an analysis of income tax returns
of several years ago showed that about 114 percent of all the reporting
corporations owned about 51 percent of the income, which was a tre-
mendous concentration. Now, what are we going to do about compe-
tition and the plan for competition? . ,

Mr. HorrmaN. In the first place, Senator, I consider you one of the
world’s great experts in this field. :

- Senator O’ManoNEY. That is covering a lot of territory. This is
not an agricultural committee, so leave the butter out.
¢ ‘Mr. HorrmaN. Iam speaking very truthfully when I say that. You
are in Government and anything that I offer in.the way of advice.is
probably superficial. However, as you have invited comment it has
never seemed to me that there was any particular order of planning
in the way Government proceeded in the antitrust field. It has been
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hit and miss, and in industry there has been quite a little suspicion"

that the hitting is not always for the purpose of preventing monopoly.

I think one of the first things needed is a very well-ordered program
which has the approval of the top people in Government and which
therefore can have continuity.

Senator O’MasoNeY. I am with you when you say that because
obviously the antitrust law depends for its execution, for enforcement
of the act and enforcement of its provisions depends upon two factors:

First, the willingness of Congress to appropriate the money that
will enable the Department of Justice to make the investigations which
are necessary ; and, second, the will of the Attorney General who hap-
pens to be in power to pursue, to use your word, a dynamic policy. I
agree with you that we should adopt, if we can, a preventive policy.
Our trouble is to find out what that preventive policy is.

One of the recommendations of the TNEC was that we should amend
~ the old Clayton Act by closing the loophole which appeared in that
act when the Supreme Court by a 5-to-4 decision on two or three occa-
sions held that that law did not prohibit mergers of competing con-
cerns by the purchase of the assets of the concern, though it did
prohibit merger by the purchase of stock.

Mr. Horrman. %V
side as a businessman, and I am not speaking now in any capacity
other than in my own individual capacity, as long as I can remember,
it seems to me that the administration of the antitrust laws have been
capricious rather than orderly or dynamic. .

Senator O’'Manoney. That is right. I think there is no doubt it.

Mr. Horrman. Furthermore, there has been no clear understanding
by business as to what constitutes monopply. - '

Senator O'MauoNEY. I thinkitis proper to say here, if the chairman
will permit me, that under the Presidency of his father there was a
very active prosecution of the antitrust laws, and I think that Presi-
dent Taft did not receive the credit that he deserved for what he did
in that field. Nevertheless, it is sometimes active and sometimes ex-
tremiely inactive. '

Mr. Horraan. The only word I know for it, as I have already stated,
is “capricious,” and I think the remedy is obvious. And the responsi-
bility rests with government. Action is needed because capitalism
without competition does not serve the people well.

Senator O’MaroNEY. You want this committee and the Congress
and the reporters here to understand that you stand forthright for
maintenance of competition and against monopoly in industry and
in government ?

Mr. Horrnman. I have been trained in competition, sir, in the auto-
mobile business. There is no monopoly there that I know about.

Senator O’MamoxEY. But the answer is “Yes,” is that right?

Mr. Horrman. The answer is “Yes.” .

Senator O’Mamongy. I just want to get that into the papersif I can.

Mr. Horrman. May I add this, that I think one of the problems we
have to deal with is to make certain—and this, I think, gets into the
tax question very quickly—is to make certain that there is an excellent
opportunity to go into business and to grow in business.

‘We do not want to spend too much time on this point, but it has
been difficult to stay in business not alone because of monopoly, but

ell, T can only repeat that looking in from the out-
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because of other factors that bear down heavily on little businesses that
want to grow big.

Senator O’MamoneY. Mr. Colt testified yesterday that in his opin-
ion prices of agricultural commodities since 1939 have risen about 180
percent, whereas prices of industrial products had risen only 62 per-
cent. Would you assist in determining what the explanation of that
disparity might be? Is it your experience that there 1s that disparity ?

Mr, Horraran. Yes; I think you get the answer in the fact that in
the durable-goods field you do have what is called administered prices.

In the agricultural field prices are determined in the main by supply
and demand at the moment. Sometimes they work favorably for agri-
culture, sometimes unfavorably. In the durable-goods industry we
have the opportunity to decide whether we want to make the long
profit for a short time or perhaps make a short profit for a long time.

Senator O’MamoNey. When you have administered prices you have
a system of price planning, do you not?

- Mr. Horrman. You make the plan, but you also have to compete.
In other words, the answer to your question today is yes; today al-
most any automobile company can determine for itself what it wants

-to ask for its product and within reason get that price, but in normal

times the discretionary area for prices is very restricted. It is usually
within a very, very narrow range.

Senator O’Maxoney. Who determines the range that is within
reason ? " : '

Mr. Horrarax. The general public through competition.

Senator O’ManmoNEY. And how does the automobile industry as a
whole come to the conclusion that prices should be held to certain
levels? . :

Mr. HorrmaN. As an industry there is no industry action, I can
assure you of that.

Senator O’ManonEY. There is no representative of the Department
of Justice here.

Mr. Horrmax. No.

Senator O’'MamoNry. And T don’t think there is any official cogni-
zance being taken of what is said in this meeting. ;

Mr. HorrmaN. In our industry there are no discussions between
companies. That is a decision that each company makes. _

I don’t want to name companies, but today there are some that are
charging pretty high prices for their products and they have that
option because 1n this sellers’ market the range for discretion is several
hundred dollars—but normally the range is perhaps $50. We may
decide we can sell this car for $50 more or that much less, but that
is as far as one dare go.

Senator O’Manoxey. It is a fact, is it not, that the motor industry
as a whole is guided, with respect to price and distribution, by the
principle that prices should be held within reason so that in the long
term there would be stabilization for years to come ?

Mr. Horraan. The automobile industry was investigated by the
Federal Trade Commission in 1937 and they found that the average
profit per car was $27 and quit investigating us.

Senator O’ManoNEY. I am not trying to determine what your price
was or whether you should be investigated, Mr. Hoffman. I am
merely trying to develop the basic facts because it impresses me from
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what has been said here, and from private conversations, that in the
*motor industry you have a degree of administered prices. '

Mzr. Horraan. That is right. - :

Senator O’ManoNEY. And you also have a quota system whereby
the cars are distributed to your dealers upon some previous base record.
Isn’t that correct ?

Mr. HorrmAN. You mean now?

Senator O’ManmoxNry. Yes.

Mr. Horrman. Yes; that is right.

Senator O’Manoxey. That is right. In other words, there is a
shortage in the motor industry as a whole and I grant you that the

,motor industry is a reasonably competitive industry, I think it has
been a very competitive industry. But in motor industry you have
in effect a price ceiling on cars and you have a quota system, 1sn’t that
right?

Mr. Horrman. Yes, we have and I do not quite see the relationship
between the two. .I think we have an abnormal situation today where
‘we have to allocate rather than sell cars to our dealers.

" Senator O’'Mamonzy. Of course, it is only in abnormal situations, I
suppose, that such a thing can be done.

Mr. Horryan. That is right. ‘ _

Senator O’Mamoney. But it was only in an abnormal situation that
the country imposed controls 6f various kinds during the war.

Mr. Horraan. That is right.

Senator O’MauoNEY. And now one of the questions that confronts
us is'to what extent the war controls shall be maintained. Congress
has just passed a rent bill, some people have called it a rent-decontrol
bill, but that is just sparring for words you understand. And we are
talking about controlling exports; there is a very strong feeling, for
examp':lae,‘that the business corporation which deals in oil should not
be free to sell that oil wherever it pleases in the world but should be
compelled by the Government not to sell it. "That is regimentation,
Isn’t it ? ' ' '

Mr. Horrman. It certainly is control.

Senator O'ManoxNEY. It isnot at all unlikely that this Congress may
express its opinion by imposing a rather severe control upon exports,
so our problem is to determine how much these controls should be and
where they should be exercised and why. * Have you any expression of
opinion upon that ?

Mr. Horrman. Of course, we have been under export control up to
now. :

. Senator O’ManmoxEy. Surely.

Mr. Horrmax. We are allowed to export the same percentage of our
output that we were exporting in the prewar years and so I do not
know whether your question is aimed at perhaps a tightening of those
controls. Itisnotclear in my mind. - -

Senator O'Manmoxey. I am not asking you with any purpose in
mind to prove anything, Mr. Hoffman. '

Mr. HorFmaN. I just don’t know.

The CHAIRMAN. The necessity arises because we are freely distribut- -
ing dollars of credit and gifts and in every other way to the whole
world, so freely that we have at least to tell them what they can take
with those dollars. '
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Senator O’MauoNeY. That is right. .

The Cuamrman. That is the reason for the necessity of the con-
tinued controls I think.

Senator O’'MaHONEY. We are giving them our goods and we are
paying for theni ourselves out of our debts. But my questions were

suggested because of the statement in your recommendations:

" Liberalize or eliminate any remaining restrictive controls on production, trade,
or credit.
- The CramrMAaN. That is only in case of depression.

Mr. Horrmax. That is in case of deflation.

The CHalRMAN. That is in case of deflation. )

Senator O’ManoNEY. That is right. And you do not want it under®
the circumstances that we now have?

Mr. Horrman. I would say if we had deflation the question of
liberalizing those controls should come up. In other words, if we had
a surplus capacity and inflation was not threatening us and there was
an export demand, I would like to see those controls eliminated or
liberalized. I frankly would like to see the restoration of a free
international market at the earliest moment. I do not think it is
practical now.

Senator O’MamoNEY. I was going to ask you some questions about
the relationship between a free market and management in connection
with the comparison that was made by Mr. Colt of agricultural prices
and industrial prices. _

I noticed all through your paper when you refer to business you
refer to business in the individual line—businessmen should not do
this and Businessmen should not ddsthat. ' : :

Isn’t it true that the characteristic businesses of our time are run
by managers rather than the owners? In other words, management
speaks for stockholders who are themselves the owners but who do not
run the great businesses of the country? :

Mr. Horrman. Of course, a large segment does, Senator. However,
I think that there are something like 3,600,000 :businesses.in this
country. About 3,300,000 of these-are small businesses that are run by
proprietors. They include all of the trades and services and some
manufacturing, and I do think that there is much that that group can
contribute. They provide 45 percent of the employment in this coun-
try. :

ySenator O’MasonNEY. I have in mind a very instructive pamphlet
that was issued by the CED shortly after your operations began, which
pointed out that while there are a great number of businesses in the
country a very small fraction of the number account, for most of the
employment. ~You recall the statistics? I do not have them in mind
at the present time.

Mr. Horrman. About 55 percent of the employment is in the hands
of the larger concerns but that includes all concerns with 50 employees
and up. In other words, it is quite true that management does employ
and those managed enterprises do provide a very substantial percent-
age of our employment.

Senator O’Mauoxey. What I am leading up to is this: Do you or
do you not believe that the fundamental task of our society and of
government is to find a method of adjusting the managed business
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with the individual business? Now, you spoke a moment ago of the
difficulty of the little businessman to stay in busmess

Mr. Horrman. That is right.

Senator O’Mamoney. There are plenty of opportunities to start a
business but it is with difficulty that he can stay in business.

Do you think that it is the difficulty of competing with the large
managerial. concerns that constitutes the biggest impediment?

Mr. Horrman. Well, that is a two-way street. I think in some cases;
of course, the smaller busmessmftn when he starts out, if he is in an
industry such as manufacturing in which capital investment plays a
very large part, is at a disadvantage with the esmbhshed businesses
and has a tough uphill battle.

But big business creates opportunities for and is dependent upon
cmall business. We are a very small firm compared with General
Motors, Chrysler, and Ford. But we have over 400 suppliers who are
more or less small businessmen. We have throughout the world
perhaps 5,000 dealers, small businessmen; so there is an interdepen-
dence between the smaller units and the bif gger units. As a whole the
automobile business has created opportunities for tens of thousands.of
small businessmen.

Even though big business has created opportunities for small busi-
ness, it is a fact that smaller enterprises face certain problems that
should be recognized and met.

One of those is, quite obviously, that of getting equity capital, even

_though management has proven its competence. A small busmessman,
evenifheisa gleat success, has a; very tough time getting it on reasond

able terms. o

Senator O’ManonNeY. Do you think we ought to give some attent,ion?
to that in the tax laws by imposing a more reasonable tax rate upon
profits which are derived from the investment of equity capital in in-
dependent competitive businesses ?

Mr. HorrmaN. Well, I think you would have a problem of admlms-
tration thereif you had a situation of that kind.

Senator O’Manoney. I am speaking of the principle.

Mr. HorrmaN. I think the greatest problem that the small businéss-
man faces is this: The general public concept is that business and in-
dustry pay taxes. Strong, established business does not. It passes
them on to the public. But new, small business often does not do so
It fails to include this tax as a p‘lrt of cost and wakes up to find a h] gh
percentage of the earnings counted upon to provide capital for exp‘m-
sion owed to the Government. I personally doubt if we would have a*
free economy today if we had had a 38-per cent tax on business durmg
the past 50 years.

Senator O’MamoNEY. On that basis let us assume,that we reduced
taxes right across the board, would that change the relative position
of the little fellow trying to grow bigger?

Mr. Horrman. Oh, sure. :

Senator O'Marronsy. The big man gets the same beneﬁt too?

Mr. HorFman. He does not get the same benefit.

Senator O’M4roney. Let us take a specific case. I won’t ask you
to answer this question, but when Kaiser and Frazer were trying to gét
into the automobile business and a man by the name of Tucker, too—
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do you suppose the reduction of taxes without any variation, to favor
investment in new, independent enterprises: '

Mr. Horrman. It would not help him a bit.

Senator O’MamoNeY. It would not help him a bit?

Mr. Horrman. Not a bit. They are not making any profits.
+:Senator O’'Manoney. That illustrates the difficulty of getting into
any business field at the present time, doesn’t it? Mr. Sulzberger.of
the New York Times was quoted the other day as saying that anybody
can go to New York and start a newspaper in competition with the
New York Times, but I think it would be a little bit difficult, wouldn’t
1t ¢

Mr. Horraan. Yes; it is difficult to break into the automobile busi-
mess, and I know all about those difficulties and how they affect our cost
because certainly, Senator, we have tried to break in. It can be done
‘but a situation of that kind on taxes doesn’t enter into it to any extent
because you have got to first make some profits. .

i Senator O’Manmoney. Well, you do agree that in the first place we
should plan to maintain competition ¢
i+ Mr. Horraran. Definitely. :

Senator O’'ManoNeY. And, in the second place, we ought to revise
our tax laws so as to encourage the opportunity for investment of
-equity capital.

Mr. Horrman. Right.

- Senator O’'Mamoney. How that will be done is aniother question.
.My, Horraan. The question of method I would not be-prepared to
pass on. .

Senator O’Manoxey. There was another point here that I marked
as you were going through. On the bottom of page 5 of your original
statement you said:

'While we are seeking for measures to minimize the instability of our- economic
system, and thus correct its weaknesses, we must constantly keep in mind that
its strength lies in its natural lusty vitality.. That we must not lose. Other-
wise, we may end up wih a stabilized poverty so characteristic of the tired, regi-
mented Old World economies. T

_.Would you amplify your thought about this lusty vitalitv?

" Mr. Horrman. Sure. I think that there have been in the past meas-
ures passed that perhaps might have given us greater stability but
‘would have resulted in just.the situation I describe here, and I will
put first in'the list the NRA. ' -
" “The NRA was a very appealing program to many people because
it brought the Government-into the picture controlling competition;
it controlled production, controlled prices, but the end result of the
‘operation of the NRA would have been nothing other than a regi-
mented socialistic economy. Similarly, it is just as dangerous for the
Government to step in here and say, “It is a nice'idea for everybody
to have a job at high wages; therefore, the Government will guarantee
everybody a job at high wages.” Such a guaranty might also lead to
national socialism. S :

Senator O’MaHoNEY. I agree with you. . :
.. Mr. Horrarax. As we try to get these measures which will bring on
stability we have got to recognize that we don’t want stability at the
price of vitality. The English system is a perfect example of a sys-
tem that was stabilized through cartels, through deals between manage-
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ment and labor, and it ended up so anemic that it served the people
so ill that they tossed it out. \

Senator O’MamonNEY. You anticipated my very next question, and I
am glad you pointed that out. The NRA, asT see it—and I wonder
if you will agree with me—operated on the theory of industrial self-
government for the purpose of eliminating chiselers and others who
made it a little bit more difficult for the groups to get what they thought
they ought to get out of industry ; isn’t that right?

Mr. Horraran. It would make a nice soft life for business.

Senator O’MaroNEY. You don’t believe in it? ‘

Mr. Horraran. I don’t believe in it.

Senator O'Mamonry. You don’t believe, then, in the controlled
economy by a private association incorporated by government ?

Mr. Horrman. Less. If I had to choose between the two I will
take the Government. I do not want either. '

Senator O’ManHONEY. You want to recommend to Congress first
_that we take such steps as may be necessary, difficult though they may
be, to maintain a free competitive enterprise, but if that cannot be
done you would prefer to have the Government?

My, Horrman. Noj don’t put that in. I do not prefer that except,
as I say, the last resort.

Senator O’Manoxey. That is what I mean.

Mr. Horrman. I don’t want to be quoted as wanting any truck with
-~ “that at all.

Senator O’Mamoney. I was just trying to repeat what you said.

M. Horrman, You asked me if I preferred it and I said no, I do
not. .

Senator O’Manoney. I say if the other cannot be achieved.

Mzr. Horrmax. Yes, that is right. '

Senator O'ManonNEy. Is that right?

Mr. Horrman. The other can be achieved, though.

Senator O’Manoxey. Well, I hope so and agree with you that we
ought to work for it. Aure there any other questions?

Mr. Herter. Might I ask one question?

Senator O’MaHoNEY. Yes. -

Mr. Herrer. Assuming that the cost of food is a very vital factor
in connection with any stabilization program of the country, that
works directly into Tabor.costs and the possibilities of an inflationary
spiral if we have- shortages. Assuming again that this country is
going to have to continue and perhaps accelerate a European program,
would you favor maintaining a completely free market for agricul-
tural products with which your dollars could compete on an even
basis, or would you favor the same sort of control system and
allocation ¢

Mr. Horrman. I do not want to duck any question I feel competent
“to answer, but I am not an agricultural economist and I feel way out of
my field when I try to answer that. As I say, when I get difficult
questions in that field I call on Chester Davis and then I give his

answers and I appear to be very wise, but I do not have any knowledge
that gives me the right to answer that question.

Mr. Herter. There is a question as to whether we might not run
into some cross-current. of Government control when we run into a
temporary situation.

65210—47—pt. 1——6
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Mr. Horrmax. That is always possible, and every increase in food
prices I think constitutes a very real threat because it so directly
enters into the cost of living. Employees in turn demand higher
wages without higher productivity: and to meet higher prices, and
then we are back in the spiral again. . '

Senator O’MaroneY. Congressman Patman ?

Mzr. Parman. I would like to ask a few questions.

Mr. Hoffman, your statement is very interesting, and I agree with
Senator O’Mahoney that it is stimulating. 'The question comes up
here all the time about farm prices and industrial prices. The state-
ment was made a little while ago that agricultural prices have increased
180 percent over the normal period prior to the war, and industrial
prices have increased only 62 percent.

Don’t you think that that is due to the fact that agricultural prices
were so low during that period, were abnormally low, too low, and
that although there are distortions in farm prices, yet we have got to
have good farm prices in order to have other good prices, and we cannot,
pay our heavy national debt unless we have good prices and good
wages; wouldn’t you agree to that?

Mr. Horrman. Yes. I just got through saying to Congressman
Herter that I do not feel any competency at all in this agricultural
field. Therefore, I would not want to express criticism of the prices
because I don’t know anything about it. I do know that farm prices
are often too high and often too low. That is very marked. ’

Mr. Parman. Which ones are they?

M. HorrMan. I mean to say the swing. They swing much more
violently than industrial prices.” So when he said théy were above
industrial prices I do not feel that there was any criticism which he
directed at the farm prices because they were at times lower, com- .
paratively, than industrial prices. "I think that someone more com- .
petent than I would have to answer that.

Senator O’Manoney. May I interrupt you, Mr, Hoffman? I under-
stand Mr. O’Neal, the néxt, witness, is.in the room. Won’t you.come
forward, Mr. O'Neal? They are beginning to talk about agriculture,
so I think you ought to be within easy earshot.

Mr. O’Nearn. Thank you. Whenever you talk about agriculture
I can hear it even way in the back. '

Senator O'Mamoney. Even when it is a whisper?

Mr. O°Nrar. Yes. ’ '

Mr. Patman. Take, for instance, Mr. Hoffman, you have an auto-
mobile. . I presume it sells around $1,600?

Mr. Horrman. Yes, sir. ’ -

Mr. Parman. Can’t you say this, that the farmer. should pay more
thm}e 800 bushels of corn for that automobile? You don’t kiiew;*do
you?

Mz, Horrman. I don’t know.

Mr. Parman. And you don’t know whether 10 bales of cotton would
be too much for a farmer to pay?

Mr. HorrManN. No.

Mr. Patman. The farmer, of course, has suffered a great deal. I
presume they are enjoying the greatest prosperity now that they have
ever enjoyed and I would certainly hate to see them go into a tailspin
and into a depression on prices. In fact, I don’t think, you see, that
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the economy of the Nation would be helped if he, too, would be harmed.
In other words, if we were able to reduce prices 50 percent over the
Nation on everything we would never be able to settle the national
debt, would we? When we have to pay that much and we are consid-
ering prices, we ought to consider that debt, too, or we will never be
able to pay that huge debt, unless we have good.prices and good wages.
You agree to that? .

Mr. HorFaan. I agree with that.

Mr. Patman. Since Mr. O’Neal is coming on next, Mr. Chairman, I
don’t believe I care to pursue that line of questioning further.

Senator O’MamonEY. Any other questions?

Me. Hueer. I have one question, Mr. Chairman,

In view of the fact that most any manufacturer could have sold-a
revamped old car, a plain running old-line car, why did Studebaker
go to the expense of bringing out this modern car ?

Mr. Horrman. I will be very glad to do a little advertising. Well,’
I will tell you exactly why we took that chance. Whenever you come
out with a car that has new styling you are gambling. We decided
that the time to gamble was when the market was so strong that even
though the public did not like the stylé we could still sell all we built.

" On the other hand, if we happened to hit the jackpot, which we did,

then we would have established a position as style leaders with the
public that will stay with us and that will help sell our cars when we

~ have a different market.

Mr. Hueer. I was just thinking that it was being sent out because,
as you said, they will buy anything, but I think you ought to be com-
mended for it. -

Mr. HorFman. As far as I know all automobile people are building

good cars. We took the gamble as a business gamble, because we need
the spotlight more than General Motors, Ford, or Chrysler. We are-
offering anew car, we are trying to grow big and therefore we took the
gamble. s
® Mr. Huser. Competition is the life.of trade.
_ Senator O’Manoney. Mr. Hoffman, I know the chairman of the com-
mittee, who was called to the long-distance telephone, would feel, as
I do, that you have rendered a substantial contribution to this com-
mittee. They are very grateful for your appearance. Perhaps at
some future time we may call you back again.

Mr. Horrman. May I just say one final word ?

Senator O’Manmoney. No word before a Senate committee is final..

Mr. Horrman. Well, I hope that the committee will give thought
to this possibility, which.I think is pretty real: I believe if we all do
act sensibly that we can reduce future swings in business activity to
15 or-20-percent as against somewhere around 50 percent as in the past,
which would ruin us. And T am glad this committee is working
because this is the time to find the measures and appraise them and

. learn how to apply them, instead of doing a fire-fighting job 5 years

from now or 4 years from now that won’t work.

Senator O’Mauoney. I am glad that you made that final state-
ment, Mr. Hoffman, because it permits me to recall one of your best
lines here today, namely, that this matter is not impossible and we
should not act as though,it were.

Mr. HorrmaN. Thank you very much.
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Senator O’Mamoney. Mr. Hoffman, you may remain and question
Mr. O’Neal if you like. :

Mr. Horrman. He has all the answers,

(Statement of Paul G. Hoffman before the Joint Committee on the
Economic Report:)

For the record, I am Paul G. Hoffman, president of the Studebaker Corp. and
chairman of the board of trustees, Conumitte for Economic Development. I am
appearing at the request of the chairman of your committee on the question
of developing gdovernmentul policy to prevent or alleviate economic depres-
sions. What I shall say stems in large part from discussions with tlie busi-
nessmen and economists associated with the research and policy committee of
the Committe for Economic Development, but, unless otherwise stated, I accept
sole responsibility for the ideas which I shall present.

The CED Research and Policy Committee is a group of businessmen selected
by the trustees of CED and formed for study of the problem of maintaining
a high level of productive employment within a free economy in this country.
A list of the members of the committee is attached to this statement. We
work with an advisory board of economists and other social scientists, and
with a staff of specialists in various fields of economics.

During the 4 years of its work, the committee has had prepared and pub-
lished nearly a dozen research studies bearing on various aspects of its special
problem. Additional studies are in process. Under the CED bylaws, the au-
thors of these studies are free to state their own views and the report, when
published. is the sole responsibility of the author.

The commitiee of businessmen also prepare and publish, from time to time.
statements of national policy in which they present their own recommendations
for action which will contribute to sustained employment and production in an
economy of freedom. Twelve such statements have thus far been issued and
others are in process. I have drawn extensively from these statements in pre- °
paring my testimony. One such statement, “Toward More Production, More
Jobs, and More Freedom”, i$, I believe, of particular interest in connection witl
the work of your committee and I have asked that copies be distributed to you.
I shall bz pleased to supply copies of the other policy statements and the research
studies if you wish them, .

Before going further with my statement, I wish to say that CED attaches
great importance to the work of your conimittee and the President’s Council of
Economic Advisers. In the fall of 1945, we pointed out the urgent need -for
both bodies and recommended their immediate creation. We have high hope
that the result of your work and that of the Council will be the development, of
a coordinated and progressive program of measures designed to meet the respon-
sibilities of the Federal Government for a more stable and prosperous society.

CED defers to no one in the gratification we take in the accomplishments of
our American brand of capitalism and in our determination to help preserve
and strengthen it. We believe that the best way to fortify our system against
either frontal or flank attacks is by capitalizing to the fullest exent on ifs
potentialities for the advancement of all of our people. We should remember
that there are still tbo many people whose incomes are low, whose opportunities
are limited. We should also remember. that the ultimate test of any economic
system is what it produces for the average man. Therefore, our answer to
the crities of capitalism should not emphasize past accomplishments, but rather
should take the form of a plan of action for so improving the effectiveness ‘of
our system that it will yield ever-increasing opportunities for more and more:o
our people. DBefore we can determine upon that plan, we should take a. long,
hard look at our system to find out what makes it tick, what has made it strong,
what its weaknesses are, and how they can be corrected.

The first major characteristic of our economy is its dynamic productiveness.
Since the turn of the century one great invention after another—the automobile,
the radio, the airplane, and numerous others—has given a start to new industries
which have grown into giants. We have perfected the techniques of mass pro-
duction, streamlined distribution, and modernized our merchandising. We have
seen the income of the average American family doubled, and for the second
time in a generation the dynamism and high productivity of American industry
have proved a decisive factor in winning a world war.

The second major characteristic of our economy—and this has been its greatest
weakness—is its instability. During the past 100 years there have been no less
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than 26 business depressions, culminating in the boom of the 1920’s and the bust
of ‘the 1930’s. N

I propose to give you my ideas as to why our economy has been dynamic and
why it has been unstable, then to outline briefly how we should go about develop-
ing a program aimed at protecting and enhancing its dynamic¢ productiveness
and modervating its tendency toward booms and busts.

Assuming adequate natural resources, the dynamism of an economy will de-
pend substantially on the extent to which the potentialities of its citizens are
realized, upon how much use is made of their natural inventiveness and resoutce-
fulness, and upon how well they work together. We in the United States have
outstripped the world in productiveness because our economic system subjects us
to pressures that have made us, as individuals, work hard, think hard, and
work together quite well. We have worked hard and thought hard because
there have been rich rewards for so doing, and mild penalties for inaction.

Next, let us consider the question of why our economy has been unstable. The
answer ig simple. Instability in our economy results froin instability in cffective
market. demand. But the answer to why market demand is unstable is not
simple. It is very complex indeed. Market demand for goods and services is,
of course, made up of the combined demands of individual customers, business
firms, and the Governiment. At any given time market demand depends upon

(1) how much cash or credit is available to customers, businessmen, and the
Government; and (2) how much of that cash or the proceeds of that credit they
are willing to spend for goods or invest in business assets.

That is clear enough, but involved in the determination of how .much cash
and credit is available to customers and business firms are such matters as tax
policies, credit policies, and the status of international trade. Involved in the
determination of how much cash and credit is available to the Federal Govern-
ment are decisions of the executive branch and of the Congress.

Complex as are the problems in-the matter of availability of cash and credit,
they are nothing as compared with those which determine the willingness of
customers and businessmen to spend and invest.” Here we run directly into
psychological factors. Individual customers quite often have enough cash or
credit to keep market demand stable but are not willing to spend this cash or
credit. Paradoxically, this question of willingness of customers to spend be-

comes a more significant factor with every increase in our standard of living.
* If most of us are just barely able to earn a minimum living, we will have little
choice as to what we buy or when we buy it. Our money will go for food,
clothing, and shelter that we have to have regularly. On the other hand, the
more money we have beyond what we must use for basic needs, the more chance
we have to choose what we buy and the larger the number of purchases which
we can postpone—and often do, though we have money in the hank.

What is true of the individual buyer is even more true of business. Business
can pogtpone its purchases even more easily than individuals. Modern competi-
tion makes business put more and more-of its money into capital goods—buildings
and machinery, office and store equipment, and inventories—to make possible low-
cost production and to provide the values and services which buyers demand.
If businesses do not make such purchases, the savings of both individuals and
businesses cannot find their way into the stream of active, creative capital. But
businessmen will make investments in such eapital goods only if there is promise
of a reasonable profit. These purchases are postponable. When chances of profit
are dreary, they are often put off even though ample cash reserves are on hand.

The availability of cash and credit, and the confidence in the future which.
produces willingness to spend or invest, essential as these are, are not all that
is needed. We need also effective competition to assure that an increase in
demand will bring about increased production rather than higher prices. Unless
businessmen are in a position freely to start new enterprises or expand the out-
put of existing business, and unless workers are able to shift freely to new
jobs, increased market demand for goods may give us inflation, rather than in-
creased enployment.

It is against the background of these various factors that we must develop a
program to moderate economic fluctuations, The program must recognize, of
course, the necessity of maintaining adequate purchasing power, but it must
also take into full account the importance of giving individuals confidence in the
continuity of their incomes, or giving businessmen confidence in the prospects for
continued profitable operations, and of creating the conditions of competitive op-
portunity which channel market demand into more production rather than higher
prices. :

N
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While we are seeking for measures to minimize the instability of our economic
system and thus correct its weaknesses, we must constantly keep in mind that
its strength lies in'its natural lusty vitality. That we must not lose. Otherwise,
we may end up with a stabilized poverty so characteristic of the tired, regi-
mented, old-world economies.

Now comes the $64 question. What kind of a program can we get in motion
that will provide dynamic stability? The complexities of the problem are such
that it cannot be $olved by magic, by a simple formula, or by one cure-all. It
will take the collective wisdom of all of us—Government, business, labor, agri-
culture, and the educators—to help us work our way toward our goal. Never-
theless, complex though the problem is this much is clear: That the fluctuations
in the volume of business stem from activities of men ; therefore, if men act more
sensibly, the fluctuations can be moderated. There is no excuse for either violent
booms or-busts. The notion that they are inevitable or unavoidable should be
utterly rejected. )

Now is the time when we should intensify our efforts to achieve dynamic
stability ; we should not wait either for that much advertised recession, or for
that big depression which is being so freely predicted for the early 1950’s. We
should, in the first instance, put into operation those measures the soundness of
which is not subject to question, and, second, we should intensify our study of
those proposals which are appealing but which have not been adequately tested.
There are a surprising number of measures which practically all thinking men
approve and which only need to be put into action.

As we examine measures aimed at increasing the effective functioning of our
economic system, we must consider particularly how they affect our citizens as
individuals. Our economic system has a responsibility beyond that of efficiently
carrying on trade and commerce. It must add to rather than subtract from the
opportunities for the individual to make full use of his capabilities and for his
maximum growth and development—socially, intellectually, and spiritually.

BASIC POLICIES FOR DYNAMIC STABILITY

The maintenance of dynamic stability is a responsibility shared by all par-
ticipants in our economy—job holders, job seekers, employers, labor leaders, farm
leaders, and by every one of us jointly through our local, State, and Pederal gov-
ernments. Because of its importance, I shall deal first with the role of govern-
ment, especially the Federal Government and then with the part that businessmen
can play in achieving economic progress and stability. The responsibilities of
labor groups, farm groups, and others I shall not develop in detail.

1. Responsibilitics of government—The whole people acting through their
government, and particularly their Féderal Government, have crucial responsi-
bilities for promoting and maintaining a dynamic economy-with high employment.
What the government does is important. What the government refrains from
doing is almost equally-important. There is urgent need to clarify the role of
the Government in our economy so that businessmen can plan with reasonable
certainty as to the risks to be encountered. .

Government’s role in the economy as a direct employer is and should be a minor
one. Public employment is neither an adequate nor a desirable method of
achieving - stability. A government guaranty of “jobs for -all” might lead to
state socialism which would wither. the independence, the initiative, and enter-
prise of the individual which have made this country great. Nor is it the proper .
function of government in peacetime to intervene in competitive pricing, wage
negotiations, or production. Such interference is too liable to domination by
special interests, and is likely to impede the efficient.use of resources for maximum
production. ) :

The most vital function of government is to establish conditions under which
private enterprise can operate most effectively. It must foster competitive
production and trade, and check monopoly power; it must conduct its own
operations, including taxation, in a pattern conducive to dynamie stability; it
must maintain the integrity. of the dollar and.stability in the supply of money
and credit. .o ‘ ,

(a) Vitalizing competition: It is a primary responsibility of government to
stamp out practices that restrict competition; to provide information and asgist-
ance that will improve the quality of decisions by business, particularly small
business; to establish conditions that stimulate inventiveness and the assumption
of business risks. Business, labor, agriculture, and government have too often
‘directed their planning against competition for the protection of special interests.
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In the last 15 years especially we have learned by experience that monopoly
power in private hands of either business or labor is dangerous, and that even
under government supervision it is not safe. We need to plan for competition.
We need .thorough study. of how competition actually functions and fails to func-
tion, what it can and cannot do to mitigate depression. Out of such investiga-
tion could come realistic policies for extending the area of effective competition
and for promoting stability in ways that will encourage competition, not restrain
or extinguish it. The growth and vitality of our system depends on wide-open
opportunity for entry of new business and expansion of existing business when-
ever production and employment can be increased.

(b) Small business: Full opportunity for new and small business is especially
important., Small businesses provide a multitude of laboratories for new ideas
and new products; they promote flexibility and competition in the economy;
they are among the most effective means for developing the full talents of .indi-
viduals. Government has a responsibility for breaking down monopolistic bar-
riers to the entry and growth of small business, for removing the bias in the tax
system against risk taking, for reducing the heavy tax drain on earnings needed
to plow back for expansion, and finally for fostering the development of a better
supply of risk capital.

(¢) Government expenditures, including public works: Federal expenditures
now amount to 20 percent of the national income. All government expenditures,
including State and local, are more than 25 pelceut of the national income.
Obyiously every possible effort must be:made to increase-the .efficiency- of govern-
Juent operations, to economize as carefully as businesses and 1nd1v1duals do in
their own affairs, and to avoid unwarranted hand-outs.

We repudiate gover nment spending for its own sake under any circumstances.
In depression it is far better to leave more money with the taxpayers.

The timing of postponable expenditures for needed public works and for other
essential purposes does, however, offer some opportunity for moderating booms
and busts. Such expenditures should be held up, insofar as possible, in boom
times and, on the basis of carefully worked-out plans, executed plomptly in
depression.

But public works cannot be relied upon solely or even mainly to maintain
stability. The volume of useful and well-conceived projects that are postpon-
able and the scope for prompt expansion and prompt contraction is too meager
to compensate for mass changes in employment in the whole economy. A proper
timing of public works expenditures, if participated in by State and local gov-
ernments as well as the Federal Government, could contribute substantially to -
a stabilization of the construction industry.

(d) Taxes: Federal taxes alone now take 25 percent of our national income.
The power to tax is the power to destroy. Our. present tax system exerts a
devastating influence on the dynamism of our economy. It is cutting deep—often
more than half way—into the incentives for risk taking and creative effort. It is
draining off the earnings needed for expansion of small business.

As a first step toward correcting the weaknesses in our present system, tax
rates should be stabilized,. set so as to balance the consolidated cash budget in a
period of normal prosperity, and then let alone. Stabilized tax rates and current
collection bring in a high volume of tax dollars in periods when inflation threatens
and a low volume of tax dollars in periods of depression. Thus, stabilized tax
rates are automatically countercyclical in their influence on the economy. We
have had a dramatic illustration of this fact in the last 12 months as tax revenues
have jumped beyond all expectations as prices and incomes rose, thereby generat-
ing a hugé anti-inflationary cash surplus.

The principle of balancing the consolidated cash budget at high emp]oyment

calls for substantial reduction in tax rates from present levels. Further cuts
will be possible as Government expenditures are reduced. We in CED have a deep -
conviction that tax reduction is essential to the dynamism of the economy. On
the need for tax reduction there is widespread agreement. The issue is how much
and when. Part of the present Federal cash surplus arises from .abnormally
inflated prices and incomes in some parts of the economy which will come back
into line as competition reasserts itself. There are, moreover, uncertainties as
to the demand for exports. In the present circumstances with less than 2,000,000
unemployed, numerous shortages and inflated prices, a substantial cash surplus is
needed. In view of the uncertainties we face, we should be conservative in apply-
ing the principle of balancing the consolidated cash budgét at high employment.
We should proceed by steps, putting into effect a partial but substantial cut in
the near future and further cuts later-as we can see more clearly the level of
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national income to he attained under a stable price level at high employment
But we must get taxes down from their wartime levels ; and that means continued
vigorous efforts to reduce Federal expendltm es.

‘The great need, of course, is for a recast of our tax system aimed at producing
the needed revenues with a minimum of interference with the attainment of
dynamic stability. In 1944 CED issued a policy statement under the title of “A
Federal Tax System for High Employment.” We are now engaged in a restudy
of Federal taxation and expect to issue a report on the subject early this fall.
Copies of the 1944 statement are available to any one of you who wants it.

(¢) Unemployment compensation: So far we have made only limited use of
unemployment compens:ation as a social tool, but its effectiveness has been dra-
matically demonstrated. It gives people the confidence in continuity of income
which is 8o essential to the achievement of greater stability in our economy. It
also -makes a tangible contribution through maintenance of purchasing power.
We should not allow the circumstance that there has been considerable mal-
administration of unemployment-compensation insurance blind us to its benefits.
Our aim should be to extend it as far as practicable to all workers, and to increase
benefit standards in those States where standards are now low. Payments, of
course, should not be large enough to make unemployment attractive.

(f) Monetary and-credit policies: If it were possible to do business by barter,

e should have little, if anything, in the way of booms or busts. Booms occur
when people, businesses, and governments in total try to increase their expendi-
tures by drawing down their cash balances or by borrowing (especially from
banks). Busts occur when they try to decrease their expenditures to accumulate
more cash or pay off debt (especially bank debt). I say “especially bank debt”
because the money supply rises as banks increase their loans and investments
and falls as they decrease them.

Money and credit provide the medium through which booms and busts cumulate
and feed upon themselves. The severity of the great depression from 1929 to
1932 was induced by large-scale liquidation of debt and a sharp contraction of
the money supply. The war and postwar inflation we have been going through
was induced by enormous expansion of public debt including he‘lvy bank b01 row-
ings and concomitant creation of additional money.

Insofar as possible, it is desirable to reduce the cyclical expansion and con-
traction of money and credit, and even, perhaps, to change it to a countercyclical
pattern. But in this area, it is easier to state objectives than to show how to
achieve them.

Some few points are clear, however. In prosperous times, loans should not be
made which will turn sour in a. depression. In a period of depression, loans should
not be called if they are still good risks. Bank examiners should bear down more
heavily in good times than in bad. Federal Reserve discount, reserve, and open-
market policies should be directed to restraining the expansion of credit in
periods of prosperity and easing credit in periods of depression.

Money and credit are’areas in which many billion-dollar questions remain
unanswered. We need more research to find out what happens to money balances,
cash flows and credit in business fluctuations. We need also a careful realistie
appraisal of our money and credit institutions to see whether they could serve
us better, contributing less to instability and more to the stability of our economic
system.

(g) Foreign trade: Our objective should be the increase of peaceful trade
among the peoples of the world. The postwar prosperity of all nations and
prospects for continued peace would be advanced by the reestablishment and
increasing development of world trade. The interchange of goods, international
travel, and communications between peoples can make for better world under-
standing. If the barriers to trade increase after the war as they did before the
war, each nation will have to look inward, primarily to its own resources, and the
higher and richer ways of life made possible through world trade will be lost.
The pressures to restrict are strong; vigorous effort to expand world trade is
necessary to overcome them.

The United States has a major interest in the expansion of world commerce.
We are a powerful industrial nation. We need vast quantities of goods and
services of many kinds. Normally we have large a margin of efficient, productive
capacity which can be put to work making things for international trade. We
can exchange these things with the people of other countries who, themselves,
make other things available for trade—other things better or cheaper or different
than.we can or want to, make.

A restrictive course by America toward foreign trade. is.contrary to American:
interest. It will be followed by restriction abroad. Inevitably pressures will be
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built up which will limit private trading and foster trading on the part of gov-

ernments. Governments.which have a monopoly on international trade find it

quite natural to expand their controls over dolnestic trade.

- In my..opinion, we.should give-full support to -the State Department in the

battle in which it is now engaged to bring about a great reduction in the artificial

barriers to trade between nations, whether they take the form of tariffs, import

quotas, restrictive exchange practices, subsidies, or restrictive business agree-

ments. :

In the world situation today, however, a vigorous program to reduce tariffs
and remove trade barriers is not enough. There is overwhelming need for world
reconstruction and rehabilitation.

The first step should be a realistic appraisal of world needs, as has already
been suggested by ex-President Hoover. The next step is to propose, as Secretary
Marshall already has in the case of Europe, to the country or countries which
need help, that they themselves develop a plan of action for their own recon-
struction. Once we have an accurate picture of the needs and sound programs
we should, in my opinion, within the limits of our resources, extend help to get
these countries back on their feet. If we do nothing and wait for the world to
fall to pieces, Russia will be there to pick up the pieces.

The greatest single contribution which the United States can make to high
levels of trade and employment throughout the world is to maintain a high level
of employment, production, and consumption within its own borders. In serving

_-ourselves,by maintaining our own prosperity, we.serve.all other countries.as well.

(h) Agriculture: Ont this subject, I should like to refer you to the testimony
of Chester C. Davis, vice chairman of the research and policy committee of CED,
which he presented before the Agriculture Committee of the House of Represen-
tatives June 7, 1947.

In passing I quote from the concluding section of his testimony :

“We have to try to see farming in the right perspective in our complex modern
life. It is impossible to consider agriculture by itself, the way you can fence off
and cultivate an 80-acre field. All of our interests are interwoven in a tight,
complicated, fast-moving economy. In the long run, conditions under which
farmers raise and market their crops will be greatly infiuenced, if not controlled,
by developments entirely outside of agriculture. Decisions in foreign capitals,
in the Houses of Congress, in. board rooms of great corporations, or in labor-
union halls will help determine whether farmers suffer or prosper in the years
ahead.

“If I could be granted the fulfillment of one wish for the.growth and prosperity
of agriculture, it would be this: Let the nonagricultural industries and labor find
the way to keeping working at full efficiency and capacity turning out goods and
services that can be absorbed by this country in a high standard of living—in
better homes, equipment, electrification, refrigeration, sanitation, clothing, ad
infinitum. With steady work and efficient production, prices could go down
without cutting profits or wages. Real wages would increase, for the laborer is
like the farmer—it isn’t the number of dollars, but what he can buy with his
product or his labor, that counts.

“Under such conditions, the farmer could produce abundantly and still trade
on good terms for what the other man makes; he could prosper at lower-price
levels. I think that really is the way out.”

(i) Industrial peace: The views of the research and policy comiittee of CED
on some of the problems in attaining industrial peace were presented in a poliey
statement entitled “Collective Bargaining, How To Muake It More Effective,”
issued in February 1947.

Instead of attempting to summarize that report, I should like to leave a copy of
it with you. We are continuing our study of the subject and hope to issue another
policy statement as our staff research progresses and as we clarify our own views
on the remaining issues.

This disecussion of the responsibilities of Government in maintaining high
productive emplovment is not exhaustiv e, but it does high-light the major areas
we have studied in CED.

2. Responsibilities of businessmen.~—To help make our economy dynamic and
stable, there are certain things that businessmen can do. )

(@) The primary responsibility of a businessman is to operate his business
profitably : He owes this to his stockholders, his workers, his suppliers, and cus-
tomers, and the public. Only a profitable business can offer security and oppor-
tunity to its employees.
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(b) Operating proﬁtably ‘requires constant efforts to increase efficiency and
lower costs: Only through use of better equipment and better methods can
workers continuously raise their output. Only through such increased produc-
tivity can workers obtain higher and higher'réal wages.

(¢) Businessmen must push forward the search for new products and services:
New products can enrich our lives and fill needs of which we are unaware today.
Radio is the most recent example of such a product. We can get some idea of
the debt we owe commercial research if we stop to realize that more than 50
percent of our people today are employed in manufacturing and servicing products
that were unknown 50 years ago. The automobile industry alone provides jobs
for over a million people. Whether you design a new airplane or work out a
better way to deliver milk, you have added to the total dynamics of our economy.

(d) Businessmen should exercise scientific control of sales expenditures: If
we are to have a stabilized market demand, selling pressures must be maintained—
perhaps increased—at the first sign of a decline in business. We must avoid
spending sprees when business is good, so that reserves will be available when
extra pressure is needed. I know of no single way business managers can do
more to help stabilize market demand than through greater stubilization of sales
and advertising expenditures.

(¢) Every employer should regularize employment to the greatest extent
possible: Much already has been done, but we can do more to flatten out the
seasonal curve of employment in individual businesses and industries.

(f) Businessmen should avoid unnecessary expansion of inventories and launch-
ing of capital expenditures in boom times: Such action is limited by operating
needs and costs; but when opportunity exists, such policies should be pursued
in the interests of stabilizing the operation of other businesses, and thus of all
business.

(g) Businessmen should look to the long run in their pricing pohaes This
means foregoing additional profits now in order to expand markets, improve
competitive position, or encourage greater internal efficiency. Lower prices and
greater volume will not be possible, however, if in the future we continue to have
each year a tidal wave of wage demands unrelated to increases in productivity.
Such demands, if granted, result in higher prices, lower output, less employment.

(h) Participation in a sound program for industrial peace is a responsibility
of employers. They share this responsibility with labor leaders and in special
cases with government. In this connection I refer again to the CED policy state-
ment on collective bargaining.

(i) It is the responsibility of every business leader to provide conditions which
will encourage the growth and development of those associated with him: Far
above the responsibility of management for its products are its responsibilities
for its people. Business managers are in a very real sense the trustees of the
potentialities of those who work for them. It is people who make a business.
Show me a business where people are growing, and I will'show you a’ business
that is making a true contribution toward a dynamic America.

SHORT-RUN MEASURES TO COPE WITH BOOI\[ OR DEPRESSION

In coping with booms and depressions, our main reliance should be on built-in
- dynamism and built-in stability. These should be supplemented by definite per-

manent policies in regard to public works and other deferrable expendltures and
in regard to money and credit.

Only by adopting these basic measures and policies can we avoid the need to
improvise in emergencies. Such improvising is dangerous. Emergency remedies
are likely to be haif-baked measures which fail to work as expected and which
hamper rather than help full recovery and future progress. Only by achieving
the maximum of built-in dynamism and built-in stability can we minimize the
need for reliance on fallible human forecasts.

I recognize, however, that in coping with booms and deplessmns there are usu-
ally special circumstances in each case which provide opportunities for special
temporary measures to supplement our basic policies.

1. Measures to restrain further inflation—Today our productive resources are
being used almost to the limit to meet the demands of consumers, businesses,
government, and foreign countries. While shortages are now being made good in
one area after another, while some prices are declining, and while there are signs
on the horizon that the demands for capital formation are beginning to ease,
nevertheless we must recognize that the present situation is potentially, even
though it is not currently, strongly inflationary. Consequently, I believe that
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many of the recommendations previously made by CED to fight inflation are still
in order. ' These include:

(a) Continuing efforts by management, labor, and government to break bottle-
necks, increase productivity, and avoid interruptions to production.

(b) Restraint by all in raising prices, wages, and salaries, in recognition of the
common interest in avoiding a further wage-cost-price spiral.

(¢) Restraint by individuals and businesses in making deferrable expenditures
at the present time. .

(d) A vigorous and continued effort to reduce Government expenditures not
urgently needed now and to maintain sufficient revenues to yield a substantial
excess of receipts over expenditures.

(e) A monetary policy to help prevent further expansion of expendable funds
in the hands of the public. This includes restraint on the part of the Federal
Reserve System and the commercial banks in the further expansion of loans and
investments.

(f) A vigorous campaign to increase the sale of Government bonds, especially
E and F bonds, to the public.

(g) Limitation of exports to essential requirements of foreign countries, ex-
cept for goods in fully adequate supply.

2. Measures to counter deflation.—We should not get the Jlttels at the first
signs of any slackening in demand. We have become so used to a sellers 'market
that desirable adjustments in prices in response to normal competition are some-
times interpreted as evidence that depression is here.

We should be careful also not to overcorrect. In particular, a large-scale made-
work program could prevent needed cost-price readjustments and create addi-
tional inflationary pressures in the ensuing recovery.

Above all, we should beware of restrictive policies designed to protect special
groups from the rigors of competition at the expense of the public. Such restrie-
tions fence in segments of the economy and limit the opportunities for produc-
tion and trade. We cannot achieve abundance by producing less, by artificially
jacking up prices or wages, or raising barriers to trade, ngher tariffs, NRA-
type restrictions, and a tidal wave of wage increases do not cure depressmn and
they weaken the dynamxc powers for expanding output and increasing produc-
tivity.

When a recession comes, busmesses should take advantage of it by moving
rapidly on planned capital expansion to improve their competitive position at
low cost in anticipation of recovery. This now makes as good sense as did
bold expansion in the postwar transition to realize.on expanded markets. As I
have already suggested, sales and advertising effort should be maintained
and intensified. And new products should be introduced in order to maintain
volume and exploit the full opportunities of better times to come.

Government should take the steps I have already indicated in my discussion
of the basic policies required for high employment. In particular, I refer to the
fiscal and monetary policies appropriate in depression, including easing of
restrictions on. credit and the prompt execution of previously made plans for
public works.

In addition, there are certain special measures appropriate to counter a
deflation if it comes in the near future. These include:

1. Reduce tax rates immediately so that the cash consolidated budget would
be in balance at a high level of employment, if this has not already been
accomplished.

2. Liberalize or eliminate any remaining restrictive controls on production,
trade, or credit.

3. Accelerate the stock-piling of strategic war materials.

These lists of special measures to combat inflation and to counter depression
are short. They should be short. We cannot save our economy by repeated
emergency measures. We must concentrate on building more dynamism and
stability into the system and developing a body of continuing policy on which
we regularly rely to offset the recurring tendencies toward boom and bust.

Beyond the measures which I have discussed, there is need for intensive
research by Government, educational institutions, and private groups on prob-
lems for which the answers are still obscure. The shockingly small amount that
has been spent on fundamental economic research is a national disgrace. As a
Nation we have been willing to spend hundreds of millions of dollars for research

. in technology, but pathetic amounts have been devoted to research that will help

build a society that will use that technology for the public welfare—that will
administer that research wisely. The research going on in the principles of
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administration, in the understanding of our economic and social environment,
and in the field of human relations is today tragically small.

We need not only to encourage economic research, but after we get the facts
we must be willing to face them if ‘we hope to hchieéve our goals. We must
give up trying to use slogans, clichés, and views based on prejudice as answers
to tough economic questions.

In concluding this testimony I would like to shift from discussing problems
to discussing prospects; in the first instance the prospects for achieving stability.
In a free economy we can never have absolute stability. However, by adopting
appropriate measures of the type I have discussed, we can, I believe, hold the
swing between the peaks and valleys to perhaps 15 to 20 percent.

‘We can live and prosper with that. We cannot live with fluctunations such as
that which took place between 1929 and 1932, when business volume dropped
more than 50 percent. Another collapse of that magnitude might cost us our
free economy.

Now as to the prospects for further progress. If through wise action we can
make our economy operate more effectively, the real income of most of our
people can be doubled within 25 years. We can largely realize the age-old dream
of abolishing poverty. Most important of all, on this material foundation we
can build conditions which will provide not only equality of opportunity, but
certainty of opportunity for every man, woman, and child in this country.
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STATEMENT OF EDWARD A. 0’'NEAL, PRESIDENT OF THE AMERICAN
FARM BUREAU FEDERATION

Mr. O’Near. May I proceed, Mr. Chmnmfln'l

Senator O'Mamoxey. Yes, you may.

Mr. O’NEeavr. I hope you will have patience to listen to my statement.
It is a little lengthy but I will try to hurry along.

Senator O’'MawmonEy. It doesn’t require patience to listen to you.

Mr. O’'NeaL. Thank you, sir.
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My name is Edward A. O’'Neal. I am president of the American
Farm Bureau Federation, an organization comprised of over 1,128,000
farm families in 45 States and Puerto Rico. Iam very happy to appear
before this joint committee, which in the words of your chairman,
Senator Taft—

under the authority of the Employment Act of 1946 is charged with the duty
of developing a governmental policy to prevent or alleviate economic depressions.

There is perhaps no more important task confronting our Govern-
ment than that of adopting wise policies which will prevent a depres-
sion and its disastrous consequences. The farmers of the Nation know
what a depression means. Following World War I the prices received
by farmers dropped and remained low relative to prices paid for
20 long years. During this period the equivalent of one farm in
three was sold at forced sale. Farmers well remember that when the
prices of their products were so low that they couldn’t afford to
harvest ‘them was a time when we had millions of unemployed in
the bread lines of our cities. Yes, farmers are very vitally concerned
about preventing future depressions. ,

I am happy to present the broad program of the American Farm
Bureau Federation. We realize that the farmers’ problems go far
beyond the farm, and even beyond the pricing of farm products.
T would like to give each of you gentlemen a copy of the resolutions
adopted at our twenty-eighth annual convention held at San Fran-
cisco last December.  Ten thousand farmers from 45 States were
present there. This convention was attended by over 10,000 farmers
from all over the United States. . 'While I will not take time to read
them, I would like to call your attention to our resolutions on inter-
national cooperation, international trade, the farm program, labor
relations, price-level stability, and taxation, which are on page 2
through page 17 in our annual resolutions. You can readily see
that these resolutions cover many of the problems with which your
committee is confronted. :

Early in the discussion of-how to prevent economic depressions
or how to maintain a high level of employment, I would like to point
out very clearly that my organization believes if a high level of em-
ployment is to be maintained, it must be done by private enterprise.
We do not believe it is possible under a free economy for govern-
ment to assume the function of providing jobs for all. "It is the gov-
ernment’s definite responsibility to create an environment in which
private enterprise can operate successfully to the greatest possible
advantage of all the citizenry. Beyond the provision of an oppor-

. tunity -we do not feel that the Government can guarantee security of
the  individual against all economic hazards confronting modérn
society. .

Ear}iy in my testimony I would like to point out that the American
farmer does not expect the present high prices to continue indefinitely.
He realizes that the high foreign demand caused by the disruption
of the war and the high domestic demand caused by inflated wartime
earnings are responsible for abnormally high prices. Likewise, the
farmer does not expect the Government to.stand idly by and witness
a disastrous decline in prices such as was experienced following World
War I when farm prices dropped over 40 percent in 1 year. There
have been criticisms of the present program of supporting prices at

R
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90 percent of parity. The high cost of living is not due to the price-
support program. May I remind you that most prices have been con-
siderably above the support level, due chiefly to our humanitarian
efforts to feed the world, and the unprecedented demand for food and
fiber here at home. May I also remind you that if it had not been for
this support-price program the chances are that we would not have
been able to attain the present high level of agricultural production
and food prices could easily have been considerably higher than pres-
ent levels. Farm production, in spite of shortages of machinery, fer-
tilizers, and 5 million fewer people on farms, is nearly one-third above
the prewar level. This minimum guaranty afforded by the Steagall
amendment may be very cheap insurance for the American public.

We must also bear in mind the fact that farmers get only a small
portion of the consumer’s food dollar, and that farmers have no
control over the mark-ups that occur after a ¢ommodity leaves the
farm.

Production and balance: One of the primary functions of Govern-
ment is to maintain the proper balance among the various segments
of our society. This balance is absolutely essential if we are to obtain
the maximum production that this great Nation is capable of pro-
ducing. This balance involves a fair relationship between wages,
farm prices, and industrial prices. We cannot repeat the mistakes
that were made during the 1920’s when industry and labor prospered
while agriculture was depressed. In the late 1920’s we had relatively
high industrial activity, high ‘'wages, and high profits, and foreign

trade based upon false promises, and a depressed agriculture. We -

all know what happened in the early thirties. A
The cornerstone of the American standard of living is production.
We must develop policies which will encourage maximum, efficient
production. This means a full day’s work for a full day’s pay on the
part of labor, a policy of full production on the part of industry, and
programs to discourage shut-downs. Agriculture has amply demon-
strated its willingness to produce even during periods of depression,
but agriculture cannot continue a policy of full production unless
similar policies are followed by other segments of our society.

In discussing the question of balance in our economy, may I point
out to you that even with wartime-inflated earnings the per capita
income of persons on farms in 1945 was only about 57 percent of
the income of persons not on farms. In the prosperous year of 1929
the per capita income of persons on farms was less than 25 percent
of those not on farms. We cannot have the type of economy we all
desire with such discrepancies in income between large segments

of our society. The welfare of the 40 percent of our population

who live in rural areas is vitally affected by the purchasing power of
farmers. ) :
Foreign relations and trade: The American Farm Bureau Federa-
tion is proud of its record in support of international cooperation.
We believe that the United States is in a position of world leader-
ship and that we must face realistically the responsibilities. The
Farm Bureau has supported the United Nations and its associated
organizations, such as the Food and Agriculture Organization, the
Monetary Fund and Bank, and the proposed Intermational Trade
Organization. , C

°
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One of the most urgent problems before the world today is the

economic reabilitation of war-torn areas. We believe that the
United States should do its part toward meeting this problem. We
heartily approve the establishment.of a national committee to. ap-
praise the size of the over-all job that must be done, and to for-
mulate a coordinated approach in which the nations aided will co-
operate by doing a maximum for themselves.
“"We -believe that foreign trade is vital to the economic welfare of
our Nation, to say nothing of the important part it plays in the ful-
fillment of our position of world leadership. We believe that 1t is
essential that this Nation faces the problem of world trade in a
realistic manner. In World War I and during the 1920’s we main-
tained our trade by extending credits to foreign nations. During
the thirties we took a major part of the world’s goid production in ex-
change for our exports. During the forties we had lend-lease and
relief shipments. Unless we are again to lay the groundwork for an
economic collapse, we must develop a realistic trade program. We
cannot export unless we are willing to import. On previous occa-
sions I have requested the Congress and resolutions have been passed
requesting a study be made of what products we can import into this
Nation without unduly disrupting our domestic economy. In this
period when we are financing various types of activities all over the
world, T believe our foreign policy in respect to trade is one of the
most important problems facing a committee whose responsibility it
is to develop programs of domestic stability.

The American farmer must have foreign outlets for many of his
products. During the 45-year period from 1900 to 1944 we exported
about 53 percent of our domestic production of cotton, nearly one-
fifth of our wheat, a third of our tobacco, and 29 percent of -our lard.

Taxation: We believe that a sound tax program is vital to the
maintenance of a high level of domestic prosperity. While we do
not believe that now, when inflation threatens and income is at a
record level, is a good time to reduce taxes, we believe that our entire
system of taxation should be critically reviewed and a:long-term tax
policy adopted. Taxes should not only be equitable and fair, but also
chosen with due regard to their effect upon the economy and adjusted
in line with current economic condition. The magnitude of the
national debt makes it imperative that our national fiscal policies be
handled prudently. A long-range plan should be made for the grad- _
ual reduction of the national debt. We believe that the personal
income tax should be the major source of income for the Federal
Government. We favor keeping the personal income-tax base as
broad as practical through the retention of low exemptions. We be-
lieve that the corporation tax should be such as to contribute as fully
as possible to the maintenance of full employment. Double taxation
of dividends should be eliminated. The details of our tax policy are
contained in the resolution which I have placed in your hands.

Adding greater stability to the general price level: Farmers, as
producers of raw materials, are vitally affected by violent swings of
the general level of all prices. During the past year our organization
made a study of this question, and at our last convention adopted what
we believe to be a program which will contribute to greater price
stability. The high lights of this program are as follows. The
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details are contained in the resolutions which I have placed in your
hands. .

We believe that the control of monetary, credit, and fiscal policy
should rest in the hands of the Federal Government, as prescribed in
the Constitution. We believe the:control of monetary, credit, and
fiscal policies should be coordinated under one authority, and that the
policies of this monetary authority should be regulated as far as
feasible by a formula based upon some established index which would
direct the authority to take action when the index reached certain
levels, in” order to promote a dollar of more constant purchasing
power. Legislation should be passed giving the proper agency of
Government responsibility for maintaining the supply of money and
credit appropriate to the production needs of the Nation and a stable
price level. Steps should be taken to allow the Federal Reserve to
regain control of credit. It should be the policy to prevent the con-
traction of money and bank credits during periods of depression,
and undue expansion during periods of prosperity.

We believe that it should be the policy to handle the national debt
in such a manner as to make the maximum contribution to economic
and price stability rather than financing the debt at the minimum
cost. The Government should adopt policies in regard to expendi-
tures and construction which would tend to counterbalance fluctuation
In private business and employment. The monetary authority should
have power to change the gold content of the dollar within the pre-
scribed limits of the international monetary ovganization. This
Nation should cooperate with the varions international Qrganizations
to bring about international stability of prices, the orderly adjust-
ment of exchange rates, and foreign trade.

Labor relations: We believe that it is the definite responsibility of
Government to see to it that a proper balance is maintained between
the bargaining strength of labor and industry, and that neither side
is in a position to take undue advantage of the other. We feel that
labor legislation has given. undue-advantage to the-labor unions, and

this advantage should be corrected. We have repeatedly urged the

adoption of what we consider sound labor legislation. We strongly
supported the recently enacted Taft-Hartley bill as a step in the right
direction, but we believe additional legislation is required in order
to deal adequately with labor-management relations and adequately
safeguard the public interest.

The Cramrman. Aven’t you satisfied for the time being at least?
You don’t want to start out right away?

Mr. O’'Nearn. No; I would try it out for a while. You have done
so well with it that I think we should try it out for a little while.

Senator O’'Manmoney. I don’t think a leading question ought to be
asked. ,

Mr. O’NeaL. He ought to feel good.

We have repeatedly expressed our views on this subject. They are
likewise contained in the detailed resolutions which I have placed in
your hands. The American farmer is not unfriendly to labor. We
want, labor to have good wages, but we insist that abuses that have
crept -into the labor movement be corrected. We believe that the
public welfare is paramount to that of any group. We believe that
the record is clear that the labor legislation as it existed during the
war did not meet the needs of the Nation. According to the records

7
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of thé Bureau of Labor Statlstms there were 4,700 strikes in 1946,
involving approximately 4,650,000 workers. The number of workers
involved and the number of man- -days idle were larger than for any

of the 31 years for which official records are available. The sad palt .

of it is that in spite of the fact that we were engaged in the most
devasating war ever experienced by civilization, the number of strikes
in the last 6 years was over 50 percent greater than the number in the
‘6 years immediately preceding the war. We believe that a better

relationship between labor and industry is vital to the nmmtenfmce

of u prosperous economy.

Farm program: The maintenance of a sound and prosperous agri-
culture 1s absolutely necessary if we are to maintain the type of

economy we desire. The 40 percent of the people in rural areas

cannot be overlooked in the development of national programs. We
believe that a well-conceived and sound agricultural program at the
national level is essential for the plosperlty of agriculture. It there-
fore behooves this committee to give serious consideration to this im-
portant problem. For nearly a quarter of a century the farmers
through their democratic organizations have been striving to develop
a,O‘IICH]tHI‘al programs. These programs must not be discarded until
there is something better to take their place. No one will contend that
these programs have been perfect. We recognize the necessity for
adju~tments in the agricultural program to meet changing conditions,
and have urged thr ouﬁh studies to determine what improvements and
modifications are required in order to develop a permanent long-tima
agricultural program which will be more nearly self- sustfumnor and
which will effectively assist in correcting the basic causes of dlsp‘u ity
between agriculture, labor, and industry.

Farmers believe in an economy of wbund‘mce and stand ready to
join with industry and labor to achieve maximum production and

maximum employment through price policies and wage policies which
are geared to a maximum level of consumption.

F armers cannot adopt policies of abundance and “free market
prices” if industry and labor are going to continue to follow scarcity
" policies; rigid high industrial prices and fixed hourly wages.

We must recognize, however, that we are entering a period when
surpluses may recur from time to time which will have disastrous
economic results upon the entire economy unless we are prepared to

deal effectively with the surplus problem. We insist that machinery -

for adjusting agricultural production and supplies to total market
demand be retained and strengthened. The American Farm Bureau
Federation believes in the principles and objectives of soil conserva-
tion, acreage adjustment, and marketing quotas when needed, com-
modity loans and surplus disposal as p10v1ded by basic agr icultural
legislation. There is a lot of talk about stimulating consumer demancd
lnstead of adjusting agricultural production. While we recognize
the merit in some of these proposals, we still insist upon mammlmn«r
our adjustment programs as a protection to the farmer in event it 1s
impossible to provide adequate demand.

We urge that the Agricultural Marketing Agreements Act of 1937
be strelwthened and pexmlt; the use of nnuketm r agreements to be
extended to all agricultural commodities, w henever the producers of
any commodity desire the benefits afforded under this act.

65210-—47—pt. 1——-T
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We favor the continuation of crop insurarce, but urge its use only
with regional adjustments and on a sound actuarial basis. We insist
that the Commodity, Credit Corporation be provided with suflicient
funds to carry out the loan, support, and other programs as authorized
by the law. : ; o

We urge the retention of section 32 funds for use in the disposal
of agricultural surpluses through domestic and foreign outlets. We
favor the adoption of a positive, effective program for retaining and
maintaining our fair share of the world markets, a sound program
for the development of new uses and new markets for agricultural
commodities, and intensified educational program toward. improved
nutrition, and a wisely planned school-lunch program. -

We insist that the Government’s commitments to farmers to main-
tain the present mandatory commodity loan programs for basic com-
modities be fully carried out. We further insist. that the integrity of
the Steagall amendment, permitting the Government to support prices
of nonbasic commodities for which increased production was requested
during the war at not less than 90 percent of parity or comparable
prices, be fully carried out until the end of the support-price period,
January 1,1949. We recognize, however, that in some cases the sup-
port-price program will necessarily need to be contingent upon com-
pliance with production quotas and other mechanisms to prevent exces-
sive production, to the end that unnecessary Government costs be
‘avoided. ’ '

We believe the parity principle, which includes the fair-exchange-
value concept, has made and will continue to make a valuable contribu-
tion to the American economy. We will resist any attempt to déstroy
the parity concept. It is recognized, however, by the American Farm
Bureau Federation that the parity formula should be modernized, to
become effective at the end of the Steagall support-price period.

The American Farm Bureau Federation believes that soil conserva-
tion is of primary importance, not only to agriculture but to the entire
Nation. We believe that considerable saving could be made and more
efficient program developed if the agencies engaged in conservation
programs were properly coordinated. _ .

We realizz that the development of a sound national fertility pro-
gram, which includes means whereby an adequate supply of high-grade
fertilizers could be made available to farmers, would do much to con-
serve the soil of the Nation. This program should be accompanied
by a test demonstration program which would. educate farmers in
proper methods of fertilization. .

The Farm Bureau is a firm believer in education: Research is the
foundation of a sound educational program. We consider the new
research and marketing act as essential to the development of a sound
agriculture. Research and education are two things which we as a
nation cannot afford to neglect under any circumstances. )

The details of our present farm program are likewise contained in.
the resolutions which are in your hands. At the present time we have
a committee at work reviewing our past position and developing a
long-time program for American agriculture. As soon as this work
is completed we will be glad to supply this committee with a copy of
their findings. ' -

The responsibilities of this committee are so broad, and there are so
many interrelated factors, that it is impossible to cover them ade-
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quately in any one statement. Again may I repeat that the American
farmer realizes the great responsibility that this committee has in
seeking ways and means to maintain a prosperous and productive
economy. - He realizes the individual responsibility of labor, indus-
try, finance, and agriculture. We again pledge our cooperation as
farmers in doing everything possible to bring about and maintain a
sound domestic economy which. is so essential to the preservation of
the American way of life and our cherished ideals..
I thank you, Mr. Chairman and gentlemen,

The market basket of farm food products: Retuil cost, farm value, marketing
charges, and farmer's share of consumer’s food dollar, 1943-46*

T Marketin, .
. Farm value| ¥ arr[r)lluxsalun charges ( ix%- %iﬁggﬁ'gg
Year }c{gs“flzl ad]uls)t;;.d for Government| Margin C;';(émgat‘?_x F Sz}]r anll;rés percentage
: produets 3 | producer ment ad- of retail
. payments 4 justments » cost
Dollars Dellars Dollars Doltars | * Dollars Percent Percent
264 124 |o.._ -z .- 140 149 47
272 125 147 | 147 46 54
267 120 147 147 45 55
____________ 321 145 176 . 176 .45 55
__________ 442 232 232 48 52
__________ 458 223 223 51 40
__________ 513 263 263 49 51
.......... 568 323 323 43 57
__________ 427 . 255 255 40 60
________ 408 245 245 | - 40 . 60
________ 413 247 247 40 60
________ 400 240 1240 41 T 59
...... 442 -251 25) 43 57
...... 448 260 260 | 42 58
...... 434 254 254 41 59
435 249 249 43 57
435 252 252 42 58
421 256 256 39 61
339 218 218 36 64
284 192 192 32 68
276 156 184 33 67
311 20 195 34 63
35. 347 209 200 40 58
1936. 349 206 206 4] | . 59
1937_ 362 256 206 43 57
1938. 328 200 . 200 39 61
: 316 194 194 39 61
317 189 189 10 60
347 193 193 44 56
407 211 211 48 52
1943__. 458 221 . 227 52 50
451 ‘214 225 53 50
459 212 228 54 50
1946 ... 529 247 255 . 53 48
1946—May . _ 474 s 5224 5239 53 50
June. . 481 225 241 53 50
July___ 547 259 260 53 48
August_ 572 275 276 521 ¢ 48
Septemnth 8 540 6252 263 653 8 49
October._. 7601 1270 7270 755 745
November 635 303 303 52 48
December_ 623 291 291 53 47
1947—January.._ 613 288 289 53 47
February _ 608 280 279 54 46
March . . 631 280 280 50 44
April.. 632 293 293 54 46
May.___ 628 300 299 52 48

t Caleulated from retail prices collected by the Bureau of Labor Statistics and the Bureau of Agricultural
Economics. : X . i .
2 Payments to farmers for equivalent quantities’of farm produce minus imputed value of byproducts
obtained in processing. . . . )
.3 Marketing charges equal margin minus processor taxes plus Governinent payments to marketing
agencics. , .
g._‘ Farmer’s share of consumer’s food dollar calculated from farm value before addition of producer pay-
ments.
8 Revised. o L . X .
& Retail ceiling prices for meats used in lieu of actual retail quotations in September,
7 August retail prices used as a substitute for October prices for pork.
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The Cramaan. Mr. O’Neal, you spoke at one point, I think, 6f the
possibility of setting up danger signs. I wondered whether this com-
mittee could develop certain formulas. of indications of danger that
required some action, because on this question of preventing a depres-
sion, even if you figure out any theory of how you do it, 1t seems to
be very difficult to reach agreement as to when a depression is coming.

Mr. O’'Near. That is true. '

The CrairaaN. Here the leading Government economigts predicted

a depression with 8,000,000 uhemployed just after the war. It turned
out they were all wrong. And the measures that were adopted were
rather inflationary ‘measures to meet it, which is just what they did
not need, as it turned out at the time. : ,
* Mr. O'Nrar. That is right. T was profoundly impressed by Mr.
Hoffman’s statement. I did not get in here to hear his whole state-
ment, I am sorry to say. Senator Taft and gentlemen, we farmers
some time ago set up a committee. Mr. Hoffman was one of them,
Marriner Eccles was another, the vice president of the Chase National
Bank in New York was another one, and White, of the First National
Bank of Chicago, and some economists. We all sat down to study
this sort of thing, and you would be perfectly astounded at how close
the thinking of these fellows was in advising us on this thing.

The Crarraan. Much closer, I think, than economists of two dif-
ferent schools got in their thinking.

Mr. O'NeaL. Much closer, They are fine. They can pick all the
peanuts out, and they can show you all the chaff and all that sort of
thing, but T think that you gentlemen in Congress can pursue certain
policies that will help to stabilize our economy that will prevent these
disastrous “booms and busts.” - ‘

The CrarMaN. Well, stability certainly is dependent upon certain
plans for one thing. One of them would set up a balance between
farm prices, farm income, and industrial income. .

Mr. O’NgaL. That is.right. -

The Crarrman. And there mightbe a formula that could be set up,
say, when that balance began to go out of balance, but beyond that and
before that happened we might be able to set up a series of danger
signals that would flash when some serious disproportion appeared
in the economy. .

Mr. O’'Near. Well, I might say, Senator, I was honored by you gen-
tlemen in the Senate putting me on as a member of the Office of War
Mobilization and Reconversion. I was perfectly astounded to hear
the reports of the Secretary of the Treasury and the head of this
agency and the other agency and what was accomplished in the coor-
dination of these agericies ind their policies.” They had to coordinate
and I think it is possible to have more coordination and more planning
there between the Federal Reserve and the Treasury Department that
handle monetary, credt, and fiscal policies. :

The CratrMan. Did T see some suggestion that you would move
the gold content of the dollar up and down? Don’t you thing that is’
rather dangerous, to have one thing stable and try to adjust other
things to it? ) .

Mr. O'Nearn. Well it occurred to us, while gold is not in circula-
tion here, it is a recognized monetary symbol all over the world.
You don’t want to fluctuate it too much.
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The Cuarman. In fact, I think it would be better to start with
the;,l theory that you were not going to fluctuate it at all to begin
wih.

Mi. O’NEAL. We tried it before-and it did not work so well, did 1t ?

The Caamman. Noj; it did not work out well before.

Mr. O’Near. Noj it did not. .

The Cramrman. Mr. O’Neal, you said that there should not be for-
eign trade unless we were willing to import, but what type of things
do you propose to import? That is the problem, of couse. What
are those other imports to consist of ¢ .

Mr. O'Nrar. There is a world of raw materials that we can bring
in. I notice out in Chicago, out in the Midwest, where I am living
‘-'témp‘oraril?', that there is a séarcity of-eil now. There is a ‘world

of things that you can import. Some of the big manufacturers will
tell you that in making these commodities which our industries manu-
facture so efliciently, there are enormous amounts of stuff that we can
bring in. _ _

The CrairMaN. You mean raw materials?

Mr. O’Nearn. I mean raw materials. ‘

The Cramrman. Agricultural as well as other materials?

Mr. O’NparL. Theré are some, agricultural materials that can be
" *brought in: ‘We are tariff -fellows fo'the extent that we don’t want to
be put out of business. , ) o

The Cratrman. That is the way manufacturers feel, too. s

Mr. O’NEan. They feel that way too; but you know the funny
thing is that the most prosperous manufacturers are the fellows that
have the least tariff protection. The record shows that.

The Cratrman. That is true; but that is because of their particular
position. Naturally, people that have products that foreign people
can compete with are not as prosperous as people who are able to
underbid on other products. : :

Mr. O’Near. Surely, but as T watched industry, it certain has been
remarkable what they have done. We never would have won the
- warif'we didn’t Have the type of industrial leaders we have.

The Cuamrman. We are all in favor of importing things but I find
it difficult, outside of a certain number of things we do not produce,
to get people to agree on what it is we ought to import.

Mr. O’Near. Yes; that is true. .

Senator O'ManoNEeyY. It is also rather difficult—

The Ciatrrman. Now, wool, you would not want to import that.

Mr. O’Nean. Well, T might say, Mr. Chairman, I do not want to
interrupt my friend the wool grower. I don’t want to interrupt him,
but I remember that after the other World War period we had the
farm bloc—10 Democrats and 10 Republicans; and we tried to work
out a program for American agriculture. We waded along through
the various principles and we came along down in the early thirties
and we got together pretty well and we put what was known as section
22 and section 32 in‘the AAA Act. We recommended them and they
workedsawfully avell.. -There i$-a little protection in that,-of -course.

Senator O’MamoNey. Well, Mr. O’Neal, when you pointed your
finger at me and spoke of the wool grower I might correct the record
and let it be clearly understood that I am not a grower of wool. I
am just the wool growers’ advocate, '

Mr. O’'NeaL. Sure, sure.
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Senator O’ManoNeY. I noticed,. Mr. O’Neal, in your statement
which appears on page 4, with respect to these imports that “a study
be made of what products we can import into this Nation without
unduly disrupting our domesti¢ economy.” _ ' :

How muchi disruption can we stand ? :

Mr. O’'NraL. 'Well, we have some disruption. The amount of the -
disruption we have I think you will agree with me, Senator O’Ma-
honey, has been interior. It has not been due to imports, but an
interior disruption. . X o
Senator O’MamoNEY. I am just trying to limit this statement of
yours. . o : _

Mr. O’'NeaL. You don’t want to put out of business a legitimate
business, a legitimate industry in tEis country because we have the
highest standards of living in the world.

Senator O’MauoxEY. I thought that is what you meant.

Mr. O’NEAL. Sure. - '

Senator O’MamoxNEY. But when a witness says that we should im-
. port without unduly disrupting our domestic economy it raises a
question as to whether or not he believes there is some measure of
disruption which can be endured. :

Mr. O’Near. Well, yes; he might do it. I am sure he did I am
not an industrialist, but-you know and I know that you and every-
" body wears shoes; there are few bare-footed people in the country.
When a lot of shoe manufacturers were raising a protest about bring-
ing in shoes from Czechoslovakia—the shoe manufacturers seemed
to meet the situation pretty well with a little competition.

Senator O’MAHONEY. 'E‘,hat did not cause any disruption. That
was 1gust a little powerful competition. That is what you mean, I
think. :

Mr. O’NEAL. Yes; that is what T mean,

The Cuamrman. We still have a pretty high tariff on shoes. -

Mr. O’'Neay. We sure do, :

Senator O’Manonwy. I want to get to a more important subject im-
mediately, having to do with the high cost of living. Testimony given
yesterday afternoon by Mr. Colt of the Bankers Trust Co. was to the
effect that agricultural prices are now about 180 percent of what they
were in 1939, whereas industrial prices are about 62 percent higher.
In the course of your testimony you spoke about the proportion of the
food dollar, of the consumer’s food dollar which the farmer gets.
What is that now? I know before the war it was very small.

Mr. O’'NEearn. Itis about half that the consumer gets. :

Senator O'MamoNeY. You mean at the present time that the farmer
is getting about 50 cents of the consumer’s food dollar?

Mr. O’'Neav. That is right. ,

Senator O’'MamoNEY. And the other half goes to the processor and
the distributor?

. Mr. O’'NeaL. Yes. . :

Senator O'Manoney. And what was it before the war? ,

Mr. O’'NeaL. Well, the farmer has received, I believe, up to about 54
cents, but I think it was a good deal below that at other times. It has
been better recently now than it was at one time. You take the city of
Chicago that T am living in. I notice there they are having an intense
fight with processors and the truck drivers there. The food chains sell
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a quart of milk for 2 cents less if the worker will go and pick up his
bottle of milk and the unions don’t like that. They want to keep those
trucks running all around, they want to keep down that differential.
That just costs the consumer 2 cents more.

Senator O'’Mamoney. Have you any suggestion to make to us with
reference to new uses of agricultural products? What should the
Government do to encourage a sound program for the development of
new uses and new markets. Just what do you have in mind?

Mr. O’NEaL. Just one more point, Senator, and I think you will all

agree. It isnot unusual to take that 1939 period because in that period
we were 23 percent below parity. As a matter of fact, if you look in
those tables I gave you there you will find that practically the only
time, as I said in this brief, over a number of years, it is only during
the war period that the farmer gets parity or better. It is not fair to
use that comparison with 1939.
- Senator O’ManoxeY. Reverting to this question about the farmer’s
- share, this table that I have before me indicates that in 1913 he re-
ceived 47 cents of the consumer’s dollar; in 1919, 49; in 1921, 40; in
1929, 425 in 1933, 32. The average for the period 1935 to 1939 was
40 cents. . ’

Then from 1940 to 1946 it rose from 40 cents to 54 in 1945 and
dropped back to 53 in 1946 and now is variously estimated for the
first three months of 1947 as between 53 and 56.

Now, then, in regard to my question about your recommendation for
a Government program, if you do recommend a-Government program
to find new uses and new- markets for agricultural commodities, what
do you have in mind? .

Mr. O’Neav. Well, Congress passed- last year the Agriculture Re-
search and Marketing bill, which we strongly supported.

And that has great possibilities, it is a remarkable program. You
gentlemen gave agriculture the money back yonder to establish four
regional laboratories and I think you should be intensely interested
in what these four laboratories have done.

Senator O’Manoney. I take it you recommend that Congress should

. appropriate sufficient funds to carry on.the inquiry?

Mr. O’Nrav. Yes. That is just peanuts to what you gentlemen
originally appropriated to big industry during the war. If you have
read Kaplan’s report, he tells about the amount of money that was
spent by the Government for the big industries, tax money that was
spent. What you are allocating is less than peanuts compared to
what industry, some of the richest in the United States, received,
great volumes of money, your money and mine, tax money, without
any offset. It runs into many, many billions of dollars.

Mr. Huser. Senator, would you yield for one minute?

Senator O’MaunonNry. Certainly.

. Mr. Huper. You deplore strikes, Mr. O’Neal, as I'understand you
and you definitely advise a more d_rastic labor bill than the Taft-
Hartley bill. - How then do youn justify the strike having been called
by the meat-producing farmers last fall? '

Mr. O'NEaL. I appeared before the Senate committee and before
the Decontrol Coinmission on that very question. It was' not any
strike. S 3 o C

Mr. Huser. They just wouldn’t get out.meat, is that it?
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Mr. O’NeaL. The law of supply and demand ruled. .I want to
ask you a question. WHhat other groups in the United States observes
the law of supply and demand except the farmer? I wish you would
name me one, will you? ) )

Mr. Huser. Well, you are an authority on farming. I am not.

Mr. O’Near. The farmers kept on producing.

Mr. Huser. 1 might ask you this: If you can compel the working-
man to sell his labor for a certain price under certain conditions, then
could you not compel the farmer to sell his produce, which he produces
through his sweat, with the help of God and nature, for a certain price
also? . :

Mr. O’NEavL. I say we believe in collective bargaining; sure we do.

The Craamrman. I don’t want to let that go by. There is nothing in
this bill that makes any man work for anything that he does 116 agree
to work for, except that he continues to work for 60" days after his
contract ends. . ’

Mr. Husgr.: The Government sets up the wage for which he should
‘work. _

The Crmairman. No, there is only a 60-day period in there in a case
where the whole Nation is affected by an industry, he has to continue
the status quo for 60 days. That is the only place in the whole bill
that has anything to do with making him work.

Mr. O’'Near. You know farmers are out working for 18 hours a
day and it makes them mad as blazes, to be frank, to see how'the other °
fellow works. Sure they go out and work. They get a good price,
sure; they are not, complaining of that; they don’t complain about a
good wage, but they do complain about a fellow sitting down and not
doing anything. :

Now, farmers say: “We work. Look at our record of production in
the last 10 years despite the fact that we have 5,000,000 less workers.”
Do you know what would happen if we farmers really followed the
practices of labor?- .

Let me give you some figures. If we were to come here and say to the
Congress, “All right, we want the hourly wage and the 40-hour week
that the industrial worker gets.” If we were to ask for that now, in
the year 1945 the total gross income of the farmers, I believe, was 24"
billion. We have got the figures how long it takes to produce a. quart
of milk or a pound of this or that or the other, we know that, and if
we had done that it would just raise double the prices of agricultural
commodities in the United States. Instead of 24,000,000,000 it would
have been 48.

Mr. Huser. Well, you know, I represent three rural counties and I
have the highest opinion in the world for farmers and industry, but I
also found some farmers who worked pidrt-time in our factories in
addition to taking care of their own work.

Mr. O'NeaL. The trouble I found with the farmers down where I
was raised—and where I went to school with them—they worked on
their farms and I said to them, “With 40-cent cotton why haven’t you
got all the land in cotton?’ They said—the Negroes and whites both
said—“No, Mr. O'Neal. At these big industrial plants you can*make
$10, $15 a day and you don’t have to work.” You go down there and
T-will let you talk to them and they will tell you this.

Mr. Huser. Where is this now?

Mr. O’'Nean. Down in Alabama,
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The CuarrataN. Do you have any more questions?

Mr. Huser. No, thank you. ,

Senator O’Mamoxgy. Then I take it, Mr. O’Neal, that what you
want is cooperation between agriculture, labor, and all the other seg-

~ments of the economy.

Mr. O’Nravn. Senator, I just want to say this: That I have lived
through that period that the charts cover that are in here and as I
have said to Phil Murray, Bill Green, and all the labor leaders—and
T had the pleasure of sitting with them—*“What in the world was your
hourly wage worth between 1929 and 1932; what was parity worth
to American agriculture; and what happened to the high industrial
prices? We told you then that you had to have a balanced economy or
we would all.go to hell together ; and we went.” :

‘In other words, you get this thing way up high, you get that way
up high, and you get out of balance; you hurt the great mass of Amer-
ican people here outside of agriculture and outside of labor.

Senator O’Maroney. Senator Taft has indicated that he has had
labor legislation enough for one session, so I want to concentrate at-
tention now on what can be put into effect by all segments of our
economv. That is what you want to do now.

- Mr. O’'NEearn. Yes, sir. e

Senator O’Mamo~Ney. And you recognize, no doubt, that the indus-
trial portion of our population furnishes a very excellent domestic
market for the farmer. .

“Mr. O’Near. I will say this, though : We have got to have more than

-the domestic market and T hope you gentlemen won’t forget that.

You have got to have your support price also. Anybody that tells
you that we can eat all that we produce and chew all the tobacco and
eat all the oranges doesn’t know what he is talking about. We
could use all the wool.-- If you would just have the industrialist who
uses your wool really make some good cloth, that would be good.
Senator O’MamoxeyY. Let me: call your attention to the fact that
the per capita consumption of beef is about 150 pounds per year
and that'is 25 to 30 pounds more than we ever consumed before in the
United States. My explanation for that high per capita consumption

. is the fact that a larger proportion of our people have the money in

their pockets to buy the beef which is raised upon our western ranges
and elsewhere throughout the United States. ’

Mr. O’Near. Let us try to keep it that way. Now that is your job,
gentlemen. : )

Senator O’Mamoxey. That is right; do. that by cooperation.

Mr. O’Nran. Yes; but, Senator, don’t you get it too high because
we may go through that same tumble that we had in the other period.

" Mr. Herrer. Mr. Chairman, might I ask one question?

The Crramrman. Mr. Herter. i :

Mr. Herrer. Mr. O’Neal, in connection with these tables that you
submitted, where you make the estimate of the net income of those
on the farm and those not on the farm, does that include an estimate
of the individual food requirements supplied from the farm?

Mr. O’Near. Yes; I think they do. !

M. HerTER. I wonder what that net income means; whether that
means spendable income?" :

Mr. O’Near. That means total income.
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Mr. Herter. If you figure what they gbt in their own consumption -

B off the farm, that would probably make it higher; wouldn’t it?

Mr. O'NEeavn. Noj; these figures include allowance for that.

Senator Franpers. Mr. Chairman, I haven’t had the advantage of
hearing Mr. O’Neal’s testimony, so I don’t know whether he has been
asked or has answered this question.

Has your organization taken any position on the reciprocal trade
treaties?

Mr. O’NEarn. Yes, sir; we endorsed them.

Senator Franpers. And you feel favorably disposed toward the
negotiations that have been going on at Geneva and that are pro-
posed to go on? -

Mr. O’'Near. I think so, but I will say this, Senator; as I have
told other leaders in government; I think we ought to do some shrewd
Yankee trading. I think we can do that. '

Senator Franpess. You think we have something to trade with?

Mr. O'Nraw. Oh, yes; I will say this for the record: That we had
a meeting of the key farm leaders of the country and we discussed the
proposed international wheat agreement. Wheat is the only com-
modity that there would be an enormous surplus of if there wasn’t
this terrible suffering for lack of food in the world .and 1 believe there
were 20 or 30 men from all over the country—from the Grange, the
cooperatives and the’ Farm Bureau—who participated. I said,
“Listen, are you going to marry Jane?” Are you for or against the
wheat agreement? Only three fellows in the group were against it.
In other words, the farmers seriously believe that you have got to-
trade. We have simply got to trade and there are ways to trade.

I think Senator Vandenberg’s suggestion that a study be made of
those things and to coordinate the agencies of Government that are

.doing it is fine. I don’t think anybody disagrees with that. 1t is one

of the biggest problems we have got.

The CHATRMAN. The problem that worries me in the export trade is
that in normal times they are in manufactured goods and not the
agricultural surplus. That is the problem. Then because the cost.of
raising agricultural products is considerably higher in the United
States than elsewhere and when they are restored to normal produc-
tion. we do not divert these import 1tems with shipments of agricul-
tural products produced by America. Of course, today it is far
different. '

Mr. O’NEear.: That is true.

The Caarman. There are various plans for trying to divert dollars
into the export of agricultural instead of manufactured products but
I never saw a good one. -

Mr. O'NeaL. You know, we have asked the Department of State
and the President, and I have a letter from him in which he definitely
promised that when they begin to sit around and work out these trades
agriculture will be represented there. Recently, an international or-
ganization of agricultural producers met over in Europe and three or
four of my leaders went over there; also leaders of the other firm
organizations and I think about 20 nations. The producers were all
in ‘agreement fundamentally that we work out trade agreements.

The farmers were for it everywhere. We have got a problem just as
you say, Senator Taft; we have got a rather high standard of living.

N



PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION 103

The same rule works all the way across with industry, labor, and
everybody else, but I believe we are smart enough to work out this’
roblem.

P Senator. O’ManoxeYy. Mr. Chairman, I would like' to" suggest a’
little comment to.Mr. O’Neal on the latest and perhaps most alarming
development in the field of agricultural production. First let me say
that during the past 7 or 8 years the United States has been extremely
fortunate and on a high level. You will agree with that, will you not?

Mr. O’NearL. Yes, sir; a 10-year record.

" Senator O’MamoxEeY. Now, the reports which are coming to us
indicate that the outlook for the corn crop will be extremely pessi-
mistic; is that right ¢ , :

Mr. O°'Nrar. That is true; yes, sir., ‘

Senator O’Mamoxey. All the papers carry the reports that corn .
has gone to about $2 or more a bushel. Of course, it is obvious that
the price of corn will have almost a controlling effect upon meat
production. That is right; is it not? :

Mr. O’NzaL. Yes.

Senator O’Manoxey. And it will also affect the capacity of the
United States to carry on its program of economic rehabilitation, to
which on page 4 of your statement you have given your support.

. Mr. O’NeaL. That is the reason; Senator. -1 have never seen-such
a desire in my life as the great modern program of the United States
for this soil-fertility program for the American farmers.

Of course, the big fertilizer industries are fighting it. I want to
say 1f you go out in your area of the United States, that God made
so rich, to see what floods have done to soil fertility, and what it is
going to cost the American people, you would see¢ that Congress should
pass that bill unanimously. The farmers are for it, and when I testi-
fied before the Agricultural Committee of the Senate the fertilizer
industry fought it. Well, they are a short-sighted group, as I can
prove by the experience of the past. There we had-all that great
grain-growing area of the United States demanding that the Govern-
ment put a little money-into'a program of this type so as to step up
production. .

Senator O’ManoxEY. I know that you and your organization are
in favor of soil conservation and you favor the prevention of dis-
astrous floods in order that we may conseérve the soil.

My, O’NeaL. Sure.

Senator O’Mamoney. But what I am directing your attention to
now is another problem, and that is the problem of the price of foods,
because if corn is higher, as it is, and we do not have corn enough to
feed our cattle and other animals, then we are likely to develop a
shortage of meat and then we are likely to have price increases and then
we are likely to start a new spiral of cost-of-living wage raises and’
other demands for wage increases and the crippling of our effort to
contribute to the rehabilitation of Europe.

Now, what remedy do we have there? *What about price control ?
Could that be established again? ,

Mr. O’NeaL. You may have to go back to it again; you may have
to do it. We did not believe in the subsidy, though. The farmers did
not, believe in it; but I am saying this: God has been good to us with
this great wheat crop. We have to check this shortage of corn we are
facing this winter.
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It may be this, Senator : Corn may be higher and it may be necessary
that we would not eat it but use more wheat instead of corn. We have
still got an enormous surplus of potatoes; we have still got a lot of
thmgs of that kind to eat.

Senator O’MamoNEY. Are you sumrestmtr,.voluntcuy Iatlonlnd or re-
sumption of rationing? .

Mr. O’NeaL. A lot of it w1]1 be voluntal y, but .we do not like price
control if we can help it.

Senator O’'Manoxty. Well, I would very much (Lpplecmte it if the
American Farm Buteau Federation would look into this most recent
development of the agricultural season and give the committee the
benefit of its considered. judgment upon it because we have now a
problem developing if we are going to have a short corn crop-,

Mr, O'NEarn. I already did it. We have a bill in Congress over here
and I can take each one of you and show you where God made the
land and sent the water and I can show you in modern science with the
proper use of fertilizer we can just double and treble the bushels of
wheat and corn.

Senator O'MaHoneY. That is the long-range program.

Mr. O’NeaL. Noj that is the next year.

Senator O’'MAHONEY. Well, next year won’t satisfy this one.

Mr. O’'Near. Well, you havé a lot of wheat this year, but that is the
quickest way I know to do it.

The Cuamrman. Thank you, Mr: O’Neal, and for these tables which
are attached to your report, which are very interesting and which will
be useful to the committee.

The committee will adjourn until tomorrow morning at 10 o’clock in
the caucus room, I believe.

(Whereupon, at 12: 15 p. m., the committee adjourned until 10 a. m.
Thursday, June 26, 1947.)



CURRENT PRICE DEVELOPMENTS AND THE PROBLEM
OF ECONOMIC STABILIZATION

THURSDAY, JUNE 26, 1947

. CoNcress oF THE UNITED STATES,
Joint Commrrree.oN THE EcoNomic RErorT,
Washington, D.C.

The committee met, pursuant to call, in the caucus room, Senate
Office Building, at 10 a. m., Senator Joseph C. O'Mahoney p1e51d1ng
" Present: Senators O°) Mahoney, Flanders, and Watkins; Represent-
tmves Hart, Bender, Rich, and Huber.

Also p1esent Staff members Charles O. Hardy, Fred E Berquist,
and John W. Lehman, clerk.

Senator O N[AHO\FY In the unavoidable absence of the chairman,
Senator Taft, who was called to New York last night, T have been
asked to open the session. The chairman and some - «other members
will probably turn up a little bit later in the morning. Since the end
of the fiscal year is at hand, almost all of the members are busy with
other committees.

Mr. Rieve, are you ready to proceed ¢

Mr. Rreve. Yes.

STATEMENT OF EMIL RIEVE, ADMINISTRATIVE CHAIRMAN, CIO
FULL EMPLOYMENT .COMMITTEE, PRESIDENT, TEXTILE WORK-
ERS UNION OF AMERICA, VICE PRESIDENT, CONGRESS OF INDUS-
TRIAL ORGANIZATIONS, OF NEW YORK CITY, N. Y.

My, Rieve. Mr. Chairman, T have an abbreviated statement that
I wish to read to the committee, but I would like for the record to
put in my full statement, if there is no objection.

Senator O’Manoney. That is the plan under which we are pro-
ceeding. The full statement may appear in the record.

(Wheyeupon the statement of Emil Rieve was submitted and made
part of the record as follows:)

TESTIMONY PRESENTED BY EMIL RIEVE, ADMINISTRATIVE CHAIRMAN, CIO FurLL
EMPLOYMENT COMMITTEE, PRESIDENT TEXTILE WORKERS UNION OF AMERICA, VICE
PRESIDENT, CONGRESS OF INDUSTRIAL ORGANIZATIONS, BEFORE THE JOINT CoOM-
MITTEE OF THE EBCONOMIC REPORT

.My name is Emil Rleve I am the administrative chairman of the CIO Full
Employment Committee, president of the Textilé Workers Union of America, and
vice president of the Congress of Industrial Organziations.

The function of this Joint Committee on the Economic Report is set forth in
the Employment Act of 1946. Section V, 3 of that act states “that it shall be the
function of the joint comimittee * * * aga guide to the several committees of
Congress ‘dealing with legisiation relating to the Economic Report, not later than
February 1 of each year-(begirning with the year 1947) to file a report with the
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Senate and House of Representatives containing its findings and recommenda-
tions with respect to each of the many recommendations made by the President
in the Economic Report * * *”

This joint committee has failed to prepare any data relating to the Economic
Report of the President presented to Congress early in January. This failure
coustitutes a violation of the intent of the act. Tt indicates that the leadership
of the joint committee has no-interest in enacting legislation which will “promote
maximum employment, production and purchasing power.”

The purpose of the Employnent Act of 1946 was to provide a means whereby
one committee of the Congress swvould map out in general terms for the benefit of"
the individual committees dealing with indiridual pieces of legislation an over-all
economic program of economic legislation.

The purpose of the act was to see that the President’s total program was studied
and analyzed by Congress rather than to have its parts taken up on a piecemeal
basis only. : :

The purpose was to have the differences between the-President and the Congress
clearly and public set forth—together with the reasons for such differences.

The purpose was to have the leaders of both parties clearly state their views

on the President’s economic pregram. What reasons did this joint committee
give for failing to comply with the Employment Act? In its purely pro forma
report of January 31st a number of reasons wete given. One was that the Presi-
dent’s proposals in his Economic Report were controversial. TIf this is the reason,
then the leadership of this committee is guilty of complete failure to understand
the intent of the act in setting up the joint committee. The act clearly provides
that the joint committee’s report is to serve “as a guide to the several cominittees
of Congress dealing with legislation relating to the Economic Report.”
Ahother reason given wag that there was insufficient time before the statutory
reporting date of February 1. But the reason why the Republican leadership felt
there was no time was because they were spending all their time during the last
3 weeks in January in hastening action on separate pieces of legislation—mainly
the tax bill and the labor bill—thereby ignoring the intent of the act to have a
general program worked out as a prelude to action on specific issues.

Another reason given was that the committee did not have staff at that time.
The committee now has ample staff—and still no decision has been announced
to submit to Congress, as required by the att. a report containing its findings
and recommendations with respect to the President’s main recommendations.

The committee should see that: (1) its present hearings are clearly oriented
toward appraisal of the Economic Report of the President, '

(2) Before the end of the session, . gnd as quickly as possible, the committee
should present—even though belated—a. report of the type specified in .section
(b) of the act. . )

If it does not see fit to comply with the Employment Act, if it continues
willfully to violate both the spirit and letter of the law, then the leaders of the
joint committee should resign so that other members may be appointed who
are willing to cooperate in a common effort to promote muaximmum employment,
production, and purchasing power.

The Employment Act clearly sets forth as its objective that “the Congress
hereby declared that it is the continuing policy and responsibility of the Federal
Government to—promote maximum employment, production, and purchasing
power. Legislative action in the field of economic programming should have as
its fundamental objective the promotion of full employment and full production
through the maintenance of-maximum purchasing-pewer.

I should like to point ont where T think actions by our Federal Congress by
our executive arm of the Government and by business groups have been working
in the opposite direction of prometing full employment and full production
through maximum purchasing power. However, before I review the action
taken by the Congress, Government and business groups in the past few years,
1 should like to review briefly some basic economic trends which are now de-
veloping in our economy. These trends call for bold action by the Congress. We
are now at a crucial turning point in our economic development. It is difficult to
predict the specific trends of employment, production, and purchasing power dur-
ing the coming months. We can only hope to examine the present situation as it
stands today, weighing the favorable economic factors against the unfavorable
and then decide in our best judgments a positive course of action.

I shall examine in turn the trends in employment, prices, - profits, wages,
savings, production ‘and other important economic facts. '
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EMPLOYMENT

The Census Burean of the Department of Commerce reports that employment
in the month of May was over H8 million, an all time peak. In spite.of this
high level .of overall employment, spotty unemployment situations are cropping
up’ in various industrigs which bear watching. According to the Department
of. Labor, employment in manutacturing industries has declined for the past
two months. A total of 251,000 workers have been laid off in various segments
in manufacturing industries. In the textile and apparel industries, for example,
employment dropped by 143,000 between March and May.” The electrical goods
industry has lost almost 60,000 workers and employment in the rubber products
industry, including tires and tubes, has declined about 16,000, So we see that
in spite of attaining ever new levels of employment,” certain- segments of -our
basic industries have already begun to feel the pinches of unemployment.

We are conducting amongst CIO Unions a survey of unemployment. We
have received so far only sample returns from our international unions; but
we will have complete returns within a period of a week to ten days, at which
time we shall be giad to make the results available to this.committee. These
preliminary returns show that curtailed orders, reduced purchases, and con-
sumer resistance because of price increases have not been the only causes of
downturns in employment. Certain segnents in the steel fabricating industry
have witnessed employment cuts because of the inability to obtain sufficient
basic materials. During the last of April and early May parts.of the automo-
bile industry were forced to close down for lack of sheet steel. I point out the
unemployment situation because I do not think we c¢an look at the over-all figure
of total employment which shows a favorable picture and yet draw the proper
conclusions about our economic developments. N

PRICES

What has happened to prices since the elimination of price control is obvious
to everyone. The chairman of this committee predicted that all would be well
if price controls were eliminated. He said competition would soon take care
of the price problem. The chairman of this committee was not alone in making
such statements which have not been borne out by developments. Many Members
ot Congress, Senators and Representatives, supported by the National Associa- )
tion of Manufacturers, and other employer groups stated unequivocally that once
OPA was ecliminated, competition would soon take care of the price problem.
The law of supply and demand, they said, would see to it that prices found their
own levél at a point close to the OPA price ceilings.

Senator Wherry predicted that meat prices would be lower if controls were
removed. The OPA Administrator replied that meat prices would go up 50
percent if price ceilings were eliminated. Both Senator Wherry and the OPA
Administrator were wrong in their predictions. Meat prices went up much more
than 50 percent. :

Wholesale food prices- of all commodities since June 29, 1946, just before
OPA temporarily expired, have gone up 31 percent. This is 31 percent super-
imposed upon an already large increase of 46 percent between 1939 and the middle
of 1946. Mid-June 1947 found wholesale prices of foods 43 percent above the
OPA price ceilings. Building material costs have gone up 35 percent in this
1-year period. Al other groups of commodities listed under the Wholesale
Price Index, with the exception of fuel and lighting and household furnishings
which have gone up 19 and 17 percent respectively, have increased from 25 to
45 percent. There are some who, say that the peaks in wholesale prices have
been reached and that lower prices are imminent. Since the month of March
when most of the peaks were reached, all wholesale prices have been reduced by
only 1.2 percent. Minor and token reductions, which have occurred in ¢ertain
commodities, are good in themselves, but we must remember the current whole-
sale prices for all commodities are now 31 percent above what they were in the
OPA ceiling days in fate June 1946. It will take far more than token declines

" to reestablish OPA price ceilings.

_On the retail price level an all-time high in the consumers’ price index was
reached in the month of March. Retail prices were over 17 percent higher than
they were when OPA was temporarily suspended on June 30, 1946. Since March
the price index has declined by less than one-third of 1 percent. - :

What may happen to prices in the coming months is difficult to-tell. I should
like, however, to niake.only two brief points in this connection. One, predictions
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of record-breaking food crops for this year may have to be altered in the light
of the present flood situation in the Midwest. Two, our export program to
KEurope may exceed previous estimates. These two factors when added together
may result in further inflationary increases in food prices.

It is admitted by all that prices are now too high. There seems to be little
evidence that prices will decline, but much evidence to force us to consider
higher prices as a definite threat. The responsibilities of this committee in
promoting “maximum employment, production, and purchasing power,” because
of this price situation, are extremely grave.

PROFITS

Profits of all corporations on an over-all basis were at record highs during
1946. The Department of Commerce has just released revised figures in its
series of corporate figures. They show that profits for 1946 set a record at
12.5 billion dollars, 2 billion dollars above the 1943 peak. But this 12.5 billion
dollars for the entire year does not tell the whole story. These same figures
from the Department of Commerce show that the annual rate of profits earned
by all corporations, after taxes, in the fourth quarter in 1946, was 16.2 billion
dolars. This is almost 6 billion dollars more than the peak attained during
1943. While it was true that certain industries faced with reconversion prob-
lems, industrial unrest and material shortages showed losses during the early
part of 1946, this Department of Commerce survey shows that all industries
were earning period breaking profits in the fourth quarter.

Reports for 1947 have not been published by the Dapartment of Commerce,
All indications would lead me to believe that the annual rate of profits during
the first and second quarters of 1947 were at levels in excess of those attained
in the last quarter of last year. Certain of the services, trades, and soft-goods
industries, according to the National City Bank and other puablished proiit reports,
show slight declines; but the automobile, iron and steel, electrical, and other
hasic mass-production industries reported higher profit levels. The high-nrofit
levels in these industries were sufficient to counteraet any declines which mav
have occurred in the other industries. Consequently, 1847 profit levels - continue
higher than those described as phenomenal for the last jquarter of 1946.

There are many reasons why profits attained these exorbitant levels, not ihe
least of which was the elimination of the excess-profits tax by the Congress in
late 1945. However, a Jarge degree of the increase in profits can ungquestionably
be attributed to the higher price levels. Of course, some incrensed profits have
resulted from greater volume of sules. With anticipated higher ievels of suales,
industry could have continned to muke fairly reasonable levels of profits without
increasing its prices. But industry after industry took adviantage of overy
signation,  Wven with the removal of CXUesgpro”ts taxes and the renetion o
corporate taxes, a greater volume of sales seemed not enough to satisfy the
avaricious appetite of American industries. Not satisfied with all these factors.
which make toward higher profits, industry increased prices. By increasing
prices they obvionsly pushed up their profit levels. It is these inflated-price
levels today which are at the root of our economic ilix.

Had industry been content to operiate at OPA price ceilings we would not
be in this difficult economic condition. But these inflated-profit levels give this
committee a tremendous responsibility for the welfare of the American people.
If rhis committee is to carry out-its responsibility under the Employment Act
of 1946, which is “to promote maximum employment, production, and purchasing
power,” it must act boldly and fearlessly to stop the serious trend toward further
inequitable distribution of our Nation’s wealth.

WAGE AND SALARY PAYMENTS

Examination of national-income figures indicates the trend toward a greater
proportion going into profits, interest. .rents, dividends, andra Jesser' proportion
«f national income going into wages and salaries. In 1244, 70.2 percent’ ofnational
income went into wages and salaries, and 6 2 percent into net corporate profits
after taxes. In 1946 the share going to wages and salaries had dropped to 64.6
percent, and the share going to corporate profits rose to 7.3 percent. If-we look
at just the fourth quarter of 1946 we find, as 1 mentioned-before, profits at the
highest point in history, 8.4 percent of our national income, while the proportion
#oing to wages and salaries declined to 62.4 percent. The trend continues, In
the first quarter of 1947 we find that the share of wages and salaries in the
national income dropped from 70.2 percent in 1944 to 62.2 percent, while on the
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other hand, the share going to corporate profits after taxes increased from 6.6
percent in 1943 to 9.2 percent. ’

To be a little more specific, to pass from the discussion of wages and salaries
to the dctual weekly earnings in manufacturing industries, we find that the
average worker was earning $47.44 a week in April of this year. This is equiva-
lent, in dollars only, to the peak weekly earnings of workers in manufacturing
industries in Jannary 1945. The April 1947 figure does not yet reflect the wage
settlements of this year; the figure, however, does reflect the wage increases of
1946. This isn’t as healthy a situation as may appear when we look back to
what happened to purchasing power since 1939. - .
) Workers have had their real purchasing power reduced by about $6 from the

peak period of 1845 to the present period in spifg of the 1946 round.of wage in-
creases. “A tahilation back t0°1939 shéws that the average worker in manufactur-
ing industries earned $23.86 then as against $47.44 now, a dollar increase of
slightly over 100 percent. However, in terms of purchasing power, a worker’s
family with two children finds its purchasing power, over this period, has in-
creased by less than $6—from $23.62 in 1929 (after the payment of 24 cents in
Federal taxes) to $29.39 in 1847 (after the paywent of $1.27 in Federal taxes, and
a loss of $16.77 as a result of higher prices). I take this comparison back to 1939
to answelr those critics who have said that wage increases have been in excess of
100 percent. In comparison of wage levels it is essential that one consider what
present earnings can actually buy.

SAVINGS

The Federal Reserve Board has just completed a study of the savings of Amer-
ican families. This study shows that the trend toward accumulation of liguid
assets or savings in the hands of high-income individuals continues. It also
shows that many people were forced to dig into their savings in 1946 in order to
maintain their standard of living. In spite of- this fact, the total amount of
savings increased -between 1945 and 1946. However, of the individuals earning
less than $3.000 almost halt showed declines in the amount of savings actually
held, while approximately 50 percent of those with incomes above $3,000 showed
not only no decrease in savings but a large accumulation of liquid assets.

Reports from the Treasury Departinent indicate that war bonds of the lowest
denomination, series E, were cashed in at a greater rate in 1946 than in any
previcus year—1946 was the first year thaf redemptions exceeded sales. Four
billion five hundred million dolars of series E bonds were bought and almost
5.5 billion dollars were c¢ashed in, while in 1945 almost 10 billion dollars in bonds
‘were bought and not quite 5 billion dollars cashed in. In 1944, during the height
of the war, over 12 billien dollars of series E bonds were sold and only 8 billion
Aol'ars eashed in. It was only in the class E series bonds, which are bought by
low-income individuals, that the amount of redemptions exceeded the amount of
sales. This is one way in which the Federal Reserve Board’s stndy indicates that
the trend toward the accumulation of savings in the high-income brackets con-
tinnes while a drop of liquid assets is occurring in the low-income brackets.
Purchasing power is now being bolstered by installment buying which is reaching
all-time peaks. This is an unhealthy way to bridge the gap between income and
purchases. Inflation first steals savings and then tends to continue on its merry
way through expanding consumer credit. This trend should cause any com-
mittee or agency of Government, responsible for promoting “employment, pro-
duction, and purchasing power,” to be seriously concerned.

This is among the important trends and developments in our economy. I shall
mention only briefly some other important factors which affect our outlock for
full employment and full production. .

’ . PRODUCTION.

Over-all production, according to the Federal Reserve Board index, reached its
postwar peak in March. From March to April it showed a decline and in May it
held steady. Curtailed production in those fields which I mentioned in relation to
unemployment is responsible for some of this decline.

RETAIL SALES

The amount of retail sales has been increasing slightly from month to mounth in
total value. However, when sales are adjusted for increases in prices, the vol-
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-ume has declined. This declining sales volume is partly responsible for some of
-the ‘decline in production and employment. The trend will confinue as long as
-the price structure doesn’t respond and purchasing power continues to decline.

NEW .ORDERS

The amount of new orders placed with manufacturing establishments is begin-
-ning to decline. 'This is the repercussion coming from reduced volume of sales and
‘is having its effects upon production, employment, and inventories.

On the favorable sideof our economic ledger there are-a'few factors. There is
-still a large unfilled demand for many consumer goods—automobiles, electrical
appliances, refrigerators, radios, houses, ete. This-pent-up demand should be
-sufficient to, maintain our economy at a high level for a period of years. How-
.ever, the demand is based upon purchase at certain levels of prices. ‘How many
people who are in the market will actunally purchase at current hlgh prices
remains to be seen.

CONSTRUCTION

We are beginning to witness some of the effect of hlgh prices now in the con-
-struction field. The volume of new houses is falling off drastically from that
-which was anticipated at the beginning of the year, and.off slightly from the
number of new units started last year. The reason for the decline in the num-
ber of new units is attributed by the Federal Reserve Board in its June bulletin
to the greater rise in prices, and stiffer resistance to them, than had been esti-
‘mated. However, it cannot be overlooked that the number of new homes being
started in the fir st 4 months of this year is higher than any other corresponding
-period of any other year since the middle twenties with, of course, the exception
«of 1946. So that while we are getting a slight decline in construction from 1946,
we are opel.\tmg at very high:levels.. However, as the Federal Reserve Board
points out. prices of housing and real estate are too high to support the present
‘hoom market.

FOREIGN TRADE

We are currently exporting at an annuval rate of about 15 billion dollars and
‘we are importing at a rate of about 5.5 billion dollars. This means that we are
-shipping out of this country 9 to 10 billion dollars’ worth of goods per year
more than we are importing. Extensive foreign trade is aiding in keeping our
‘economy operating at full levels. How much’longer we can continue to export
-t these rates depends upon two very important factors:

Either we must incréase our imports so as to enable foréign countries to have
-suflicient money to pay for this material, or these foreign countries must secure
American loans to pay American dollars for American exports. -Unless we are
prepared to import in larger quantities_ or lend these foreign countries sufficient
American cash, our export trade will of necessity fall off. Tt will fali off because
‘the American money and assets held by foreign countries is quickly being liqui-
«dated.

'SUMMARY OF ECONOMIC TRENDS *

I have reviewed in some detail the general trends in our economy. It is hard
‘to predict what will happen in the future hecause our economy is so complex,
but I have nointed out a considerable number of trends which, if permitted to
«continue; will have a serious impact upon our future economy. For example, I
think the high prices, the exorbitant profits, the redistribution of national income,
‘the liquidation of savings by low-income individuals, the shift to consumer loans,
‘the reduced purchasing power of the mass of American consumers, are all steps
-on the road to collapse of our economy. Whether the collapse comes within a
period of 6 months or in a shorter or longer period of time cannot he predicted
‘with any degree of accuracy, but it'seems to me that the factors on the unfavorable
side are so great and of such tremendous magnitude that steps must be taken
immediately by this joint committee in carrving out an economic program which
‘will “promote maximum employment, production and purchasing power.”

REVIEW OF THE SEVENTY-NINTH AND EIGHTIETH CONGRESS

Before outlining Iny views on a specific economic legislative program, I'should
like to discuss first how Congress through its actions last year and again this
vear has failed to provide an economic program. I should like to -point .out
‘how those steps taken by Congress, in my opinion, worked in the opposite direc-
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tion of promoting full employment, production and purchasing power. ‘There has
heen no legislation passed by this Congress which, in my judgment, has been
consistent with the principles set forth in the Employment Act of 1946,

Excess-profits tax - .

In 1945, shortly after VJ-day, the Seventy-ninth Congress passed a tax bill
eliminating excess-profits taxes as of January 1946. In addition, corporate
taxes were cut 5 percent. As an ameliorative measure they cut ‘ncome taxes by

-5 percent, but the main impact of the 1245 tax bill was to eliminate the excess-

profits tax: This action encouraged big.business .to .push .prices higher and
higher. It encouraged big business to profiteer. Had the excess-profits tax
been retained, profits would not have soared to their all-tine highs in 1946 and
1947. Had the excess-profits tax not been eliminated, business would not have
been so-enger to raise prices. Tad the excess-profits tax been retained, business’
desire for higher prices would have been eurbed.

I.ask a simple question. Was this action of the Seventy-ninth Congress in
the interest of “maximum employment, production and purchasing power”?
The answer is obviously “No.”

OPA extension bill .

OPA was due toexpire on June 30, 1946. The Seventy-ninth Congress passed
an GPA extension bill and timed it so that it would arrive on the President’s desk
on or near the date when OPA was to be terminated, hoping that the pressure
would be so great on the President that he would be forced to sign it. But this
bill was so bad, and contained so many features which increased prices instead
of maintaining them, that the President had no choice but to veto.  For a period
of 25 days we had no price control. The cost of living increased almost 6
percent during this period, the highest monthly increase recorded.

Another bill extending OPA was sent to'the Rresident and signed on:July 26.
"This bill wagn't much better than the bill he vetoed, but it became fairly evident
to the administration that if there was to be any kind of price control, this
bill would have to be accepted. The new OPA bill emphasized decontrol. It
established three administrative agencies for prices, instead of one. Wide
discretionary powers were given these rgencies for checking inflation. What
the Congress attempted to do in this bill was to pass some of the onus on to
the administration and the administrative agencies—particularly the Price’
Decontrol Board—established under the bill.

Just what the Price Decontrol Board :did I shall review in a flater section.
when I discuss steps taken by the executive branch of the Government.  Mean-
while, T ask once again, Was this action, by..the Seventy:ninth Congress in the
interest of “maximum employment, production, and purchasing power”? The
answer is obviously a resounding “No!” '

1947 taz bill .

The Eightieth Congress came into session in January. Instead of talking
about basic issues, & months were sperit on hearings, debates, and discussions
on n bill to curb labor. Yet labor is one major segment in American life that
is able to make a fundamental contribution toward promofing “maximuin em-
ployment, production, and purchasing power.” The present Congress, instead
of devoting its time and attention to the busic economic issues tacing our country,
continued to discuss a bill to weaken labor. - However, there was time, during
debate on the labor bill, to pass two tax bills; one has become law, the other
was vetoed by the President and sustained by the House. i

The first bill extended the wartime-excise-tax rates indefinitely. The Presi-
dent terminated the “state of war” on December 31, 1946. This action auto-
matically would have reduced the wartime-excige-tax rates to their prewar level,
beginning June 30, 1947. This reduction would have been an aid in promoting
purchasing power and thus expanding employment and production. But the
Congress was not interestevd in employment, production, or purchasing power.
It maintained the high wartime-excise-tax rates. This was done for many
reasons, one of which was obviously a political one. Had the new excise rates
been permitted to go into effect, the reduced revenue ensuing would have pre-
vented a flat percentage income-tax cut across the board. Republicans would
not have been able to carry out their pledge to cut income taxes if they also
‘permitted excise taxes to be cut. So, excise-tax rates were extended indefinitely.

The House proceeded to consider an income-tax-reduction -bill for 1947 which -
was intended to give tax relief to the needy Republican campaign backers. This
was highly consistent with the tax bill passed by the Seventy-ninth Congress

.
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which gave relief to corporations. Major tax relief was given to individuals
in the high-income brackets. Instead of passing a tax bill which would have
relieved the low-income taxpayers who have suffered most through high taxes,
depleted savings, reduced income, the new tax bill granted a flat percentage cut
across the board. No public hearings were held by the House Committee on
Ways and Means. Opponents of this bill were not permitted to appear before
the committee. .
The bill came before the Senate and hearings were held but it emerged from
committee only slightly different from the House bill. The bill- as passed and-
. sent to the President would have given tax relief to those who least need it.
It would have given tax relief to those, according to the.recent Federa]l Reserve
Board- study -whose liguid asséts have incteased. . This tax-wounld hdve increased
the spendable income of a family of four, with a $2,500 annual income, by 8
cents a day. For those with incomes of $300,000 it would have increased their
income $102 a day. 1 ask once again, Was this action designed to “promote
maximum employment, produetion, and purchasing power?” Again the answer
is “No.” ' ’

Rent control ) - .

After the tax bill was passed and the vicious 'I'aft-Hartley bill sent to the
President, the Senate took up the consideration of a rent-control bill. This bill
is really one which authorizes a 15-pércent increase in.rents, with complete de-
control set for March 1, 1948. It makes eviction of tenants less difficult for
landlords, and completely decontrols hotel rates. The effect of this bill will be
to increase the cost of living. It will reduce the amount of money which low-,
income individuals have to spend on food and clothing. The bill does not grant an
outright increase in rents. It just states that where landlords and tenants
voluntarily agree to a 15-percent increase, the landlord will extend the lease
until the end of 1948. This is nothing more than holding a hammer over the
heads of tenants, with the threat that either they have their rent increased now

- or they can prepare to vacate when controls cease in March 1948, -

Was this action of Congress in line with promoting maximum employment,

production, and purchasing power? Obviously, no. - :

Wool bill .

This bill works in the opposite direction of promoting world-wide free trade.
This bill gives the President authority to increase tariffs on wool. We are in
.the process of making an international agreement in Geneva which extends and
promotes free trade. Passage of this wool bill in Congress at this time tells the
world, with whom we want to éstablish good relatiotis, that where other nations
come in competition with America we will place a tariff on their imports to
prohibit their shipments to this country. If we are interested in all-out produc-
tion, Congress should not place any stumbling blocks in the way of foreign trade.
‘We cannot live alone. We must learn to live with the rest of the world. This
bill places barriers between us and the nations with which .we wish to carry on
foreign trade. ’

Was the passage of this bill in the interest of maximum employment, produc-
tion, and purchasing power? Again I think the answer is “No.”

Appropriations .

LEvery effort has been made by this Congress to reduce the appropriations of
administrative agencies. These Republican economy efforts are penny-wise and
pound-foolish. ‘ . .

If Congress wants to curtail the cffectiveness of some of our basic laws, let it
act out in the open by repealing the laws instead of curtailing the operation and
enforcement of them by refusing to appropriate sufficient funds.

Appropriations for the Federal Security Agency, the Department of Labor, the
National Labor Relations Board, the Department of the Interior, the Treasury
Department, the Department of Commerce, and others have been out. Congres-
sional cuts in appropriations will not only drastically affect the successful opera-
tion of executive agencies but will curtail the development of necessary statistical
and economic data. : .

The Bureau of Labor Statistics and the Bureau of Foreign and Domestic Com-
merce, which supply other branches with statistical data, have had their budgets
reriously cut. 'We canhot hope to develop a sound economie program if we have
inadequate information about our economy. The work of this joint committee
will be seriously curtailed in its ability to promote maximum employment, pro-
guction, and purchasing power because of inadequate data. . .
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No positive econonic action . .

There has not been a single step taken by this Congress which has been in the
interest.of stabilizing our economy. Bills were passed extending excise-tax rates,
increasing rents, giving tax relief to the greedy and not to the needy, placing
stumbling blocks in the way of foreign trade, and restricting the labor movement.
No bills dealing with the health and security, or with housing, or social security,
or fair employment practices, o with a gound tax structure have been passed
by this Wightieth Congress. The failure of this committee, as I have said before,.
to take any action on the President’s Economic Report to Congress stamps this
Congress with the complete responsibility for the developing trends toward imbal-
ances in our economic life. ) :

ADMINISTRATIVE AGENCIES’ ACTION

The executive branch of the Government took steps following VJ-day and since
which have not-been in the best interests of promoting and sustaining a full-
employment economy. I shall réview very briefly some steps taken by the execu-
tive branch which have tended to curtail the development of maximum employ-
ment, production, and purchasing power.

Elimination of WPB controls :

Shortly after VJI-day the WPB eliminated many controls over priorities and
allocations of important basic materials and metals. The elimination of eontrols
so muddled the construction field, for example, that controls had to be reimposed.
The housing program has been greatly affected by the actions taken in eliminating
controls shortly after VJ-day. Elimination of other controls on priorities and
allocations-developed: extensive activity in the black market: When -OPA was
completely eliminated, the black market continued but was no longer illegal; it
had just shifted into a gray market. For example, much sheet steel, the lack of
which is causing certain plants to close down, is being sold for prices far in
excess of market prices. Had controls been retained, we would now have a far-
‘more equitable and fair allocation. and distribution of many basic commodities.
Instead we have stock-piling, gray-market operations, hoarding, and other prac-
tices which affect production and employment.

Decontrol Board : . . .

The OPA extension bill, which became law late in July 1946, set up a Price
Decontrol Board. This administrative agency was charged with the responsi-
bility of declaring whether certain items, such as livestock, milk, and grains were
to be placed back under price control. The Decontrol Board must accept the
responsibility for its action. However, Congress arranged recontrol of prices
in such a way as to take the heat off itself and place it upon the executive branch
of the Government, - ,

From the day the OPA extension bill was signed, it was inevitable that prices
would eventually be decontrolled. The meat situation is a good case in point.
When meat prices were again controlled, the meat packers and others began a
coordinated effort to keep their supplies off the market. They thus forced a
decision upon the administration right before the election. The administration
responded to the whipped-up hysteria which had resulted from the shortage of
meat. Both the Congress, because it gave the preliminary powers of decontrol
to the Executive, and the executive agency itself must assume the responsibility
for the tremnendous increases in meat prices which have occurred since decontrol.

" Complete price decontrol ‘

Shortly after meat prices were completely decontrolled, decontrol was extended
over the prices of all commodities except sugar. Here again the responsibility
for this act must be placed both upon Congress and upon the executive branch.

Prices wene permitted to be raised by many provisions of the OPA extension
bill so that by the time decontrol of all prices went into effect we had already
witnessed large inflationary price increases. )

We have witnessed still more inflationary price increases since decontrol was
put into effect last November. None of these actions on decontrol and elimination
of controls on materials and construction operated toward promoting maximum
employment, production, and purchasing power. Controls should not have been
eliminated when they were.. The Decontrol Board should have resisted public
pressure in spite of the congressional action. Price control should have been
retained. o ' )
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BUSINESBS ACTION

Sole responsibility does not rest with these two groups. Business groups have
played a large part in placing our economy in its present state of unbalance.
TFirst, through their pricing policies, they are in great part responsible for the
present -inflationary prices: Business followed the .policy of gétting all.it. could
while the getting was good. Prices were increased without any reélationship to
costs, ability of the consumer to buy, or stability in our economy. This pricing
policy was one of the main factors in bringing about the high level of industrial
corporate profits. Not only did business follow a get-rich-quick policy of pricing,.
but it so manipulated production and distribution during the dying days of OPA
as to withhold production from the market in an effort to force OPA to grant
price increases. "This could be achieved because of monopoly concentmtlon in
American industry.

Monopolies operate on the principle of securing higher profits. through high. -
prices and moderate production and limited distribution. This is the essence of
monopoly- operations. -It wasn’t necessary to limit production during this period
to force price increases. All that was necessary was to limit distribution. This
was done extensively during the dying days of OPA.

This monster of economic concentration known as monopoly must be given
serious attention by the Congress if we are to promote production, employment,
and purchasing power. Monopolies operate to limit production and employment.
They are able to force higher and higher prices. - They have no difficulty in ac-
complishing these objectives as long as a limited number of companies control
most of the output of basic industries.

The four 1.1rgest conipanies in each industry control the followmg percentages.
of production in these industries:

Percent E Percent
Electric meters—— . _____________ 100 | Cigarettes - __________________ 85
‘Window glass - 85 | Rolled steel__ — 84
Refrigerating systems 95 | Steel plates__—__________ e 79
Typewriters 91 | Rubber tires..._____________ _____ 76
Tractors . 91 |Wool goods___________-_________ 76
Passenger cars 90 '

As long as this type of concentration exists, these major producers in large
industries can set their own prices. One-tenth of 1 percent of alk the corpora-
tions in the United States own 52 percent of our total corporate assets. Mon-
opoly control of American industries has been vesponsible, in thé main, for
the current level of high prices and profits and for the maldistribution in our
national income.

A positive program of action must be taken by this Congress if we are to
avoid a slump in our. economy and an eventnal depression. Such a program.
of action was in part outlined in the President’s economic report to Congress.
This committe has taken no action upon this report and is now some 5 months:
overdue in its own report to Congress required under the terms of. the Full
Employment Act.

' CIO-ECONOMIC PROGRAM

If the objectives of the Employment Act of 1946 are to be carried out, it is.
essential that this Congress take immediate steps toward adopting an economic
program.

As I have already pointed out, such action as has been taken by this Congress.
has operated in the opposite direction from promoting the objectives of the
Employment Act of 1946.

In spite of continuing hlgh levels of employment, we are witnessing areas:
in which unemplovment is beginning to develop. A downtrend of industrial
employment in the past 2 months can, in the main, be attributed to the current
inflationary level of prices. This has resulted in the depletion of the liquid
assets and savings of low-income individuals. It is essential that steps be-
taken immediately to reduce food and industrial prices. Unless this is done,
we can anticipate cuts in production and unemployment.

An ever-ezpanding standard of living

A lower level of prices will only partially remedy the situation. Basically,
the solution is an ever-expanding standard of living. This can be attained in
part through the extension of the area of collective bargaining, through the
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extension of the right to join trade-unions of the workers’ own choosing. Legis--
lative action such as the Taft-Hartley bill curtails the area of collective bar-
gaining, prevents extension of -trade-union organization. This Congress,.
instead of passing legislation designed to curtail collective bargaining, should.
be passing legislation plomoting trade-union organization. In addition to such:
legislation, positive action in many other fields of, economic endeavor must. be
undertaken-if this Congress is to tackle the fundamental issues of. maximum’
employment, production, and purchasing power.

I recommend the following legislative-economic program. for consideration:
by ‘this Congress:

1. Price Board.—I suggest that a Federal Price Investigation Board be im--
mediately established by this Congress in cooperation with the executive branch:
of our Government. Representatives of Congress, the Executive, public-spirited.
citizens, labor, and agriculture should be members of this Board. Their jobs
would be to shed light upon 'the unwarranted levels of many prices. By use
of public pressure and exposure of profiteering, we may be able-to force lower-
prices.- -This- Boafd whould be émpowered -to suggest to Congress that specifie-
prices be reduced by legislative action.

We must, however, keep in mind that never in the economic history of
America have prices been reduced in advance of a glutted market. Lower
prices resulting from such a situation have occurred ‘in those lines having"
a low degree of concentration of monopoly power. However, a Federal Price
Investigation Board using public pressure and exposure of profiteering may
change this trend of economie history. It would be worth trying.

* 92, Price control—We may in the coming months be faced with a serious
mﬂahonary advance in prices. If this occurs, the collapse in our economy will
be brought on far more rapidly than if prices remain at their present level.

There are two factors-which will play an important part in bringing on further
inflationary price increases. The first is our export-import program. We are
now exporting goods worth a billion dollars more than what we are importing"
monthly. If this country goes in seriously for the Marshall plan for Europe,
tiemendous pressure will be brought on dur productive facilities and capacities.
These pressures for more and more food, clothing, and machinery will inevitably-
be transplanted into our price structure. I am not opposed to sending food,.
clothing, and machinery to rehabilitate the European Continent if such rehabili-
tation 1s advanced on the hasis of need. But let it be fully understood that we-
must take positive action to stop price increases here.

Secondly, DIQ\'IOHS predictions of excessive crop yields may prove wrong if’
the torrential rains and floods continue ravaging the Midwest. Large portion$
of our crop already have been washed away ; still larger portions have not yet-
been planted. We may face crop shortages.

If these two conditions, crop, failure and increased foreign demands, continue,.
we will inevitably have higher and higher prices.

This will require that we reestablish price control and a rationing program.
It is the moral obligation of onr Government to see to it that. if this inflationary
spiral develops, the low-incomne individuals of America receive “their fair share-
of food, clothing, and housing at reasonable prices. :

3. Tax structure.—Our tax structure must be rev qmped and overhauled. Dur--
ing the war years higher and higher taxes were placed on low-income individuals.
Personal exemptions were reduced. The first-bracket individual income tax was'
greatly increased. Those individuals who hore thé gr eatest increases of taxes:
during the war shonld be the first to benefit through tax revisions. It is essential
that personal exemptions be increased to a level that permits a family of four
to attain a minimum standard of living for health and decency. This means an
.increase in personal exemptions from the present level of $1,000 to $2,500 and’
the maintenance of an e\emptmn of $500 for each dependent.

In addition to increasing the exemption, we must reduce and eventually elimi--
nate those excise taxes which cut into purchasing power, savings, and our stand--
ard of living. Excise taxes take a greater por tion of the income of those earn-
ing less than $3,000 than of those in any other income group. If we are to in-
crease the purchasing power of the mass of American consumers, it is essential

and vital Fhat we reduce or eliminate- many of the pireseht excise taxes.

We must also revisc our corporate tax system. Profiteering and excessive:
accumulation of undistributed profits must he eliminated. High corporate takes
would cut down the pressure for high prices. If corporations knew that profits
resulting from high prices would bhe taxed away, they would be less inclined to-
increase prices. This in turn would have its effects upon reducing the share
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of national income going to corporate profits, and redistributing the propor-

tionate share of our national income. ' .

A tax program should close the existing loopholes in our estate and gift tax
structure. We should also eliminate the privilege of tax-exempt securities. We
should require mandatory joint returns in all States, regardless of whether they
‘have State community-property tax laws. Our capital-gaing tax should be made
more meaningful.

These and other tax revisions should be made if our tax structure is to be
consistent with promoting maximumn employment, production, and purchasing
power. The CIO tax program has already been presented in great -detail-to .
" the Senate Finance Committee. S

4. Minimum wages.—This Congress should immediately adopt amendments to
the Fair Labor Standards Act increasing minimum wages from their present
level of 40 cents to 65 cents and advancing them to 75 cents within 2 years. This
would be a major step in improving the standard of living of millions of Amer-
icans living under substandard conditions. It is estimated that 2,000,000 workers«
would be immediately affected. If the coverage under the act were extended
to include those now exempted, some 10,000,000 individuals would be affected.
This would be highly consistent with the objectives of the Employment Act
of 1946, .

. 5. Social security.—The benefits should be greatly increased. A worker cannot
afford to retire at the age of 65 if his sole source of income is to be an old-age
pension under the present social-security law. When a man is temporarily -
unemployed, his benefits from unemployment compensation are not nearly
enough to maintain himself and his family. .

In addition to increasing benefits, the extent of the coverage under the presept
law should be greatly expanded. Agricultural, trade, and- sérvice workers and
‘many others are now deprived of benefits under this act. In addition, the age
for retirement should be reduced. :

This kind of legislation would be highly consistent with promoting maximum
-employment, production, and purchasing power. - )

6. National health-insurance and public health program.—At present, Amer-
icans are denied adequate health and medical care. Inability to afford this serv-
ice reduces the life span of many of our American citizens. What excuse is there
for 145 people a day dying from tuberculosis? Medical care should be available
to all American citizens.

This Congress should immediately adopt a national health insurance and public
health program. Along with this there should be a concomitant program of
hospital construction. We are sadly lacking hospital facilities through this
great, broad Nation of ours. Action along this line will be highly consistent with
promoting employment, production, and purchasing power. .

7. Fair employment.—Many of our worthy citizens are denied employment- for
reasons unrelated to skill, intelligence, character, or initiative, but because of
«color or. creed. This Congress should pass a Fair Employment Practices Act
which prohibits such discrimination. Such a bill would go a long way to improv-
ing the standard of living of those Americans who are denied employment con-
sistent with their ability. .

8. Aid to education.—This Congress should adopt a Federal aid to education
‘bill giving equal educational opportunities to all. 'This would eliminate great
differences in the level of education in our many States.

Teachers’ salaries should be increased to bring into this profession people
‘whom we would be proud to consider teachers of our children.

New and enlarged school faciilties should be made available throughout the
‘Nation. . . :

These things would enable each and every one of our citizens to become a better
American.

9. Soil conservation.—Some of the best soil in our Nation is going down the
Mississippi and flowing into the Gulf of Mexico, as a result of the torrertial rains
and floods in the Midwest. An adequate conservation program is sorely needed to
‘preserve the fertile soil which produces abundant erops. It takes a thousand
years to replace 1 inch of fertile soil, while a series of floods such as we have
had in the past few weeks can wash away soil in no time.

.10. Monopolies—A large part of our inflationary price structure can be at-
tributed to the high degree of monopoly. power which exists in basic industries.
"Trust busting has been a plank in every political party’s platform. However,
in the past 30 or 40 years a greater and greater portion of our economic enter-
‘prises no longer operates in a competitive economy.
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The Congress should make_available to the Antitrust Division of the De-
partment of -Justice and Federal Trade Commniission and other agencies working:
. in this field, Federal appropriations consistent with the tremendous work and
responsibility which they must carry out. This Congress should also give the
Federal Trade -Commission authority to stop mergers which occur through
large corporations acquiring the assets of smaller firms. In this fight against
monopoly :control, T would- suggest’ thie creation-of a~Fédersdl “Monopoly Investi-
gation Board. Duties of this Board would be to examine the extent to which
our economy is under the control of monopoly interests. The findings of such a
board would help shed considerable light upon the necessary actions which this:
Congress must take in addition to trust busting, which has not proved too:
successful. :

11. Parm program.—Every working farmer has a right to a decent standard
of living. In spite of farm income running at an annual rate of 20 to 25 billion
dollars-a year, there are many small farmers who have not been able to rise
above a peon state. The absentee farmer has benefited greatly during the war
vears, and subsequently. An over-all farm program must be developed to insure
an equitable distribution of farm income to all farm groups. Until such a long-

« range program can be developed, price support for farm commodities should
be continued, using, however, a revised and modernized parity formula.

The Government should liquidate surpluses and distribute foods through a
food-stamp plan. This is highly consistent w 1th improving the standard of
living of our lowest income groups.

12. River valley authorities.—~—Other valley areas besides the Tennéssee should
benefit from flood-control. measures. The Mississippi and Missouri and other
great rivers of America should be harnessed to prevent floods from ravaging our
lands. While developing flood-control measures, we can take advantage of this
water power to develop electrification. Where would this Nation have been after

" Pear! Harbor if it had not been for the electrical energy of the Tennessee Valley
and the Columbia River Valley to aid in the production of aluminum, atomic:
power, and other materials?

In addition to supplying electrical energy for national defense, we should
also develop an extensive program of rural electrification to benefit farm areas.

18. Housing program.—The need for housing has been estimated to be as high
as 10,000,000 new homes. A housing shortage existed before the war. During
the war no new residential construction of any significance took place. Many
returning veterans have further increased the demand for housing. Many
industrial workers have been forced to move and double up with in-laws and
friends because houses have been bought from under them.

Private capital cannot possibly meet this tremendous housing shortage. We
need a million to a million and a half new homes a year for the next 10 years.
A large portion of this need must be met by the Federal Government. The pri-
vate construction now:going ‘on"is-producing houses in price ranges far above
what our average American family, including veterans, can afford to pay. The
Government must build low-cost public housing and also large housing projects
to be rented to veterans and workers at cost.

At the present time there are two acts before Congress which would enable the-
Feéderal Government to aid in the critical shortage of housing. One is the
Wagner-Ellender-Taft housing bill which would in part expand the public low-
cost housing which was developed in the late 1930’s. The other is the Taylor--
Douglas Act which would enable the Federal Government to build nonsubsidized.
public housing.

CONCLUSION

Action by this Congress on all of these economic fronts would go a long way
toward preserving the integrity of our democratic Government. It would go a
long way toward promoting employment, production, and purchasing power. Our
whole economic program must be geared into long-range objectives with a sound
full employment economy. Such objectives were clearly set forth by the late
President Franklin D. Roosevelt in his economic bill of rights:

“1. The right to a useful and remunerative job in the industries or shops or

. farms or mines-of the Nation.

“2 The right to earn enough to provide adequate food and clothing and recre-
atlon

“3. The right of every farmer to raise and sell his products at a return whlch
will give him and his family a decent living.
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“4, The right of every businessman, large and small, to trade in an atmosphere
of freedom from unfair competition and domination by monopolies at home or
abroad. .

“5. The right of every family to a decent home.

“6. The right to adequate medical care and the oppor tumty to achieve and en-
joy good health.

“7. The right to adequate protection from the economic fears of old age, sick-
ness, accident, and unemployment.

“8. The ught to a good education.”

President "Roosevelt, commenting upon this bill of rights, said, “All of these
rights spell security. And after this war is won we must be prepared to move
forward in the implementation of these rights to new goals of human happlness
and well-being.

“America’s own rightful place in the world depends in large part upon how fully
these and similar rights have been carried into practice for our citizens. For
unless there is security here at home, there cannot be lasting peace in the world:”

The attainment of these goals is the duty and responsibility of this duly elected
Congress which is supposed to represent the American people.. Full employment
and full production must be attained in this country if we are to preserve our:
democratic institutions. It is the ultimate responsibility of the American peo-
ple—of industry, agriculture, and labor working together—to provide jobs for all.
And as President Truman said in his message on September 6, 1945, “A national
reassertion of the right to work for every American citizen able and willing to
work—a declaration of the ultimate duty of government to use its own resources
if all other methods should fail to prevent prolonged -unemployment—these will
help to avert fear and establish full employment.”

I trust that this Congress will take the necessdry steps to fulfill this Govern-
ment’s obligation under the Employment Act of 1946 to promote “maximum em-
ployment, production and purchasing power.” :

The program I have outlined above is idealistic. Its achievement may take
years. Yet we of the CIO have no apology for its enunciation. We confess to
idealism. We assert our belief in human values, for we are convinced that the
idealist is the only practical man. Tt is because we so believe that we are
going to continue to rally the people of America to a banner of peace and security.

Today many men in responsible positions are afraid of the future. Out of
their fears has grown distrust of their fellow men; out of their distrust has
come restrictive legislation in domestic fields, and a drift toward war in inter-
nutional fields. We want these men to examine our program. We challenge
‘them to point out wherein its aims are inconsistent with human welfare.

We issue this challenge because we of the CIO believe the time has come for a
positive program, one which translates abstract concepts of justice into human
terms: jobs for ‘peace, not jobs for war; conservation of our two great natural
assets—men and land—so that generations yet unborn will rise and call us
‘blesged.

Yes; we are idealistic. 'We do not apologize, for the dreamers of today become
the heroes of tomorrow.

Mr. Rieve. My name is Emil Rieve. I am the administrative chair-
man of the CIO Full Employment Commlttee, president of the Textile
Workers Union of America, and vice president of the Congress of
TIndustrial Organizations.’

The functlon of this Joint Committee on the Economic Report
1s set forth in the Employment Act of 1946. Section V-3 of that
act states— - :
that it shall be the function of the joint committee * * * as a glide to the
several committees of Congress dealing with legislation relating to the Economic
Report, not later than February 1 of each year (beginning with the year 1947)
to file a report with the Senate and House of Representatives containing its
findings and recommendations with respect to each of the many recommendations
made by the President in the Economic Report. * * *

The purpose of the Employment Act of 1946 was to pr 0V1de a means
whereby one committee of the Congress would map out in general
terms for the benefit of the 1nd1v1dual committees dealing with indi-
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vidual piecesof legislation an over-all economic program of economic
legislation: ' - : '

Mr. Ricrr I will ask him to read that paragraph of your statement
that you omitted. ' '

Mr. Rmve: T am perfectly willing to read it paragraph by para-
graph for the benefit-of the committee. .

Senator O’'MaxoNEY. Just before you begin to read it, let me say,
as one member of this committee, I have.always hoped that these hear-
ings would afford an opportunity to develop the questions and policies
upon which there is a measure of agreement. - o

It is easy enough to quarrel about differences of purpose and mis-
understanding of what has happened. I am frank to say to you,
Mr. Rieve; I have read your statement, and, as one member of this
committee who has been pressed for action by the committee ever
since the very beginning of the year, it is perfectly clear to me that
the committee could not possibly have complied with the strict letter
of the Employment Act of 1946 at the beginning of this session.

Now, there are several reasons for that. In the first place, the
original committee under the act was not appointed until late in the
last session—so late that we were just about to adjourn before this com-
mittee was-appointed..

T called the committee together because I was the first person named
in the appointment. The committee having assembled, it organized.
T was elected chairman. : '

On the committee, however, there were several members who were
submitting themselves to the electorate at the following election—every
Member of the House, Senator La Follette, Senator Murdock, and
myself.. When the election was over, one Member of the House had
not been returned, two Members of the Senate had failed of election,
the majority had changed in both Houses of the Congress, and, there-
fore, it would have been improper for me, as the carry-over chairman,
to seek to direct the work of the committee. t

In any event, the President’s Economic Report was not submitted
and could 1ot be submitted until after the Eightieth Congress had
assembled in January. It became necessary then for the committee’
to reorganize, and in less than 3 weeks after the beginning of the
session the committee was reorganized.

Senator Taft was then elected chairman ; vacancies were filled. Then
the committee had to take the responsibility of gathering a staff; and,
in all fairness, I believe that we cannot build a case for cooperation
and understanding by opening with an attack upon the lateness of
these hearings. I think the committee has done about as well as could
be expected under the difficulties imposed on Congress by the so-called
streamlining reorganization bill, which, in my opinion, has never
helped Congress to perform its duties.

Mr. Benber. The purpose of the reorganization plan of Congress
was to simplify the work of the membership. But this morning I had
five meetings scheduled for 10 o’clock. Where we formerly had a few
subcommittees, we now have some 150. A Member of Congress may
be a member of a number of these subcommittees whose meetings all
conflict and it is perfectly apparent to me that the reorganization plan
is not working well. . : '
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Senator O’Mamoney. I am very glad. that Congressman Bender-
has made that comment because it has been perfectly obvious to me-
for a long time that the economic and political problem. which the-
whole country faces is the problem of céntral authority.

- The reorganization bill was an effort to centralize the ‘control of
Congress. But what we really need is some form of decentralization,.
and I believe that perhaps a realization of that fact may result from:
the work of this committee.

Mr. Harr. Mr. Chairman, may I point out for the sake of the re-
cord and not by way of defense that the Full Employment Act as:
originally written did not call for the submitting, of a report of this.
committee by February 1 but by May 1. The alteration in the act
comes from an amendment that was the result of- the passage of the
Legislative Reorganization Act, which took place much later in the
session. '

Senator O’ManonEy. You are quite right about that. I am glad
you mentioned it. i ‘

Mr. Benxper. May I add a further word regarding the Full Em-
ployment Act? About the only thing that was left in